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GOVERNOR’S  TAX  STUDY  AITO  REVISION  COI4MISSION 


December  l6,  I968 


The  Honorable  Raymond  P.  Shafer 
Governor , Commonwealth  of  Pennsylvania 
225  Capitol  Building 
Harrisburg,  Pennsylvania 

Dear  Governor: 

The  Governor's  Tax  Study  and  Revision  Commission  submits  herewith 
its  final  report  incorporating  its  findings  and  recommendations  relative  to 
sources  of  financing  the  needs  of  the  Commonwealth  and  its  local  governments 
in  the  foreseeable  future.  This  report  marks  the  completion  of  the  second 
phase  of  the  assignment  set  forth  by  you  to  the  Commission. 

The  first  phase  called  for  development  of  recommendations  for  Gen- 
eral Fund  tax  sources  to  supply  increased  requirements  projected  by  you  for 
fiscal  1967-68.  An  Interim  Report  setting  forth  the  Commission's  recommenda- 
tions for  a 1967-68  tax  program  which  would  supply  an  additional  $203.8  mil- 
lion in  revenue  was  submitted  to  you  in  March,  1967.  At  your  request,  sup- 
plemental recommendations  to  supply  an  additional  $95  million  in  revenues 
were  reported  to  you  in  May  of  1967.  In  both  reports,  it  was  emphasized  that 
the  recommendations  should  be  considered  as  temporary  measures  to  meet  a 
fiscal  emergency,  subject  to  review  and  possible  modification  by  the  Com- 
mission in  its  long-range  studies. 

The  second,  long-range  phase  of  the  Commission's  assignment  called 
for  a comprehensive  study  of  Pennsylvania's  state  and  local  tax  structure, 
and  the  development  of  policy  recommendations  affecting  that  structure  over 
a period  of  years  in  the  future.  The  accompanying  report  reflects  the  re- 
sults of  that  phase  of  the  Commission's  work,  and  incorporates  its  find- 
ings and  recommendations  as  to  the  tax  policies  and  sources  which  it  be- 
lieves will  meet  the  foreseeable  future  revenue  needs  of  the  Commonwealth 
and  its  local  governments  in  the  most  sound  and  equitable  manner. 

It  should  be  emphasized  that  it  was  not  a function  of  the  Commis- 
sion nor  did  it  intend  to  forecast  or  evaluate  future  spending  requirements 
of  either  the  state  or  its  local  governments.  It  studied  carefully  the  pro- 
jections of  expenditure  and  revenue  trends  made  by  its  own  staff  and  by  others 
in  order  to  fix  the  general  magnitude  of  future  increased  revenue  requirements, 
and  thus  to  establish  the  dimensions  of  its  task  of  selecting  adequate  tax 
sources  to  meet  those  requirements.  In  so  doing,  the  Commission's  goal  has 
been  to  formulate  broad  tax  policy  guidelines,  not  to  set  forth  a detailed 
timetable  for  itemized  year -by-year  changes  or  innovations  of  specific  tax 
sources . 

The  Commission's  recommendations  have  been  limited  primarily  to 
matters  involving  the  selection  of  tax  sources,  and  have  not  encompassed 
policies  or  practices  of  administration  and  collection  of  taxes.  In  this 
connection,  the  Commission  took  cognizance  of  the  recommendations  for  the 
improved  administration  of  state  taxes,  presented  in  the  report  of  the 
Governor's  Committee  on  Tax  Administration  in  March,  1965 . It  is  generally 
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sympathetic  with  the  recommendations  of  that  Committee,  and  would  favor 
continued  action  to  implement  them.  Similarly,  with  respect  to  local 
taxation  the  Commission  concurs  in  your  announced  intention  to  direct  the 
Department  of  Community  Affairs  to  carry  out  a study  designed  to  improve 
the  assessment , administration  and  collection  of  all  forms  of  local  taxes 
in  Pennsylvania. 

The  Commission’s  attention  to  local  government  tax  policy  was  di- 
rected primarily  at  those  aspects  of  local  taxation  which  are  related  closely 
to  state  tax  policy.  Its  recommendations  with  respect  to  local  taxation  are 
limited  to  those  which  can  he  carried  out  by  action  at  the  state  level  of 
government,  avoiding  recommendations  which  would  be  directed  to  local 
officials  exclusively. 

In  large  measure,  the  recommendations  of  the  Commission  are  in- 
terrelated and  taken  together  form  an  integral  program  for  the  maintenance 
and  improvement  of  what  the  Commission  considers  to  be  a sound  state  and 
local  tax  structure  in  Pennsylvania.  Although  the  recommendations  as  a 
total  program  have  the  unanimous  support  of  the  Commission  members,  it  should 
not  be  inferred  that  any  one  of  the  recommendations  considered  alone  would 
have  the  unqualified  endorsement  of  each  member. 

Special  commendation  is  due  the  members  of  the  four  Task  Forces 
whom  you  appointed,  and  who  contributed  so  generously  of  their  time  and  ef- 
fort in  preparing  the  foundation  for  the  Commission’s  recommendations.  The 
Commission  has  benefitted  especially  from  the  contribution  of  exceptional 
knowledge  and  skill  made  throughout  its  work  by  the  four  Task  Force  Chairmen, 
Mr.  John  J.  Balles , Dr.  Alfred  G.  Buehler , Mr.  David  Dunlap,  and  Mr.  Leonard 
E.  Kust . As  the  Coordinating  Committee  for  the  Task  Force  activities,  they 
sat  with  the  Commission  throughout  its  deliberations. 

The  Commission  also  wishes  to  express  its  appreciation  for  the 
capable  research  assistance  furnished  to  it  by  Mr.  John  W.  Ingram,  its 
Executive  Director,  and  Mr.  Robert  S.  Lewis,  its  Research  Coordinator,  and 
also  to  thank  the  Pennsylvania.  Economy  League  for  making  their  services 
available,  and  for  supplying  through  its  several  divisions  the  research 
staff  for  each  of  the  Task  Forces . 

Respectfully  yours , 

Governor’s  Tax  Study  and  Revision  Commission 
David  H.  Kurtzman,  Chairman 

I.  W.  Abel  Jack  K.  Busby 

Gustave  G.  Amsterdam  E.  J.  Hanley 

Joseph  M.  Barr  Dr.  Gaylord  P.  Harnwell 

David  C.  Sevan  E.  Gordon  Payrow,  Jr. 

Harry  Boyer  Melvin  A.  Zurn 
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OFFICE  OF  GOVERNOR-ELECT 
RAYMOND  P.  SHAEER 

FOR  IMMEDIATE  RELEASE 

January  6,  1967 

STATEMENT  BY  GOVERNOR-ELECT  RAYMOND  P.  SHAFER 
TO  TAX  STUDY  AILD  REVISION  COMMISSION 

I thank  each  of  you  for  coining  here  today  on  such  short  notice. 

And  hecause  the  notice  was  so  short,  several  of  the  members  could 
not  attend.  They  have,  however,  assured  us  that  they  will  make  every  effort 
to  be  at  our  future  meetings . 

What  I have  asked  you  to  do  in  accepting  membership  on  this  Tax 
Study  and  Revision  Commission  is  of  greatest  importance  and  urgency.  Our 
State  is  in  need  of  a thorough,  searching  and  intelligent  study  of  its 
taxes  and  tax  structure  at  both  the  State  and  local  levels . 

We  must,  in  short,  begin  finding  better  answers  to  our  revenue 
problems.  We  must  provide  for  a more  equitable  distribution  of  the  tax 
burden  to  achieve  sufficient  money  for  growth,  development  and  improvement 
of  the  State  and  its  communities.  These  answers  are  vital  to  economic  progres 

This  is  the  kind  of  study  and  the  kind  of  answers  I know  you  gentlemen 
will  give  us.  That  is  why  I asked  each  of  you  to  serve.  You  are  here  not 
because  you  represent  any  particular  interest,  but  because  you  represent 
the  interests  of  Pennsylvania  and  her  people. 

Your  qualifications  for  the  task  are  well  known.  And  testimony  to 
this  can  be  found  in  all  the  editorials  about  your  appointment  to  this 
Commission. 

Today  I want  to  charge  you  with  two  responsibilities. 

First:  The  State  and  my  Administration  are  in  need  of  an  emergency 
study  and  recommendation  on  revenue  needs  and  how  to  meet  them  in  the  next 


fiscal  year. 
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I am  asking  you  to  make  such  a study.  This,  I know,  is  short  notice, 
hut  it  is  essential.  There  is  precedent  for  such  a short-range  study  as 
your  Chairiianand  several  members  of  the  Commission  know  because  they  helped 
with  such  studies  in  1956  and  1959- 

This  emergency  report  will  guide  us  in  our  budgetary  decisions, 
so  I would  appreciate  it  if  it  could  be  completed  by  March.  This  is  a big 
request,  but  one  I cannot  avoid  making.  We  want  to  be  able  to  submit  our 
budget  as  early  as  possible. 

Arrangements  have  already  been  made  between  John  Ingram,  your 
Executive  Director,  and  the  Budget  Office  to  provide  you  with  the  Infor- 
mation you  will  need  to  make  the  emergency  study. 

Second:  The  State  is  in  need  of  a long-range  study  of  its  over-all 
revenue  requirements  and  how  they  will  be  met  at  both  the  State  and  local 
levels . 

This  is  a big  order,  and  I suggest  that  you  might  want  to  establish 
your  own  limits  as  to  how  far  you  will  carry  this  comprehensive  study 
into  local  taoc  problems. 

I want  you,  however,  to  undertake  a study  that  emphasizes  the 
relationship  of  local  taxes  to  State  taxes  so  we  develop  a rational  pattern 
for  allocating  tax  resources.  I am  mainly  talking  here  of  tax  policy. 

To  relieve  some  of  the  burden  of  this  enormous  task  from  your 
shoulders,  I am  asking  the  new  Department  of  Community  Affairs  to  make  a 
study  of  local  tax  administration,  assessments,  collections,  etc.,  in 
cooperation  with  the  municipalities. 

This  Commission  is  established  somewhat  differently  than  those  that 
preceded  it . We  will  have  the  best  tax  experts  in  the  State  serve  under  the 
distinguished  task  force  chair.mqn  here  today.  They  will  provide  you  with 
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the  information  and  materials  that  will  be  necessary  to  make  the  study  and 
recommendations . 

Pennsylvania  is  fortunately  blessed  with  an  Economy  League  and  people 
like  John  Ingram  and  Bob  Lewis.  The  League  has  graciousy  consented  to  pro- 
viding us  with  assistance.  And’ I assure  you  that  the  appropriate  State  agencies 
and  their  staffs  will  do  the  same . 

Again,  I want  to  thank  each  of  you  for  being  here,  for  accepting 
this  difficult  and  enormous  responsibility.  I know  you  will  not  agree  on 
everything.  But  I know  you  will  produce  an  end  result  that  will  make  Penn- 
sylvania a better  place — a place  where  both  the  public  and  private  sectors 
share  the  responsibility  in  meeting  the  challenges  of  these  complicated  times. 


END 


■■I"- 


d 


FOREWORD 


In  the  conduct  of  its  studies  of  long-range  tax  policy  in 
Pennsylvania,  the  findings  and  recommendations  of  which  are  reported 
herein,  the  Commission  was  augmented  by  four  special  Task  Forces.  The 
function  of  each  Task  Force  was  to  compile  information,  conduct  the  basic 
research  and  prepare  tentative  findings  and  recommendations  for  considera- 
tion by  the  full  Commission. 

The  subject  areas  assigned  to  the  four  Task  Forces  and  their 
respective  chairmen  were: 

State  Taxation-General  Business,  Leonard  E.  Kust,  Esq. 

State  Taxation-Won  Business,  John  J.  Balles 

State  and  Local  Taxation-Public  Utilities,  David  Dunlap,  Esq. 

Local  Taxation,  Alfred  G.  Buehler 

The  four  Task  Force  chairmen  constituted  a Task  Force  Coordin- 
ating Committee,  which  was  chaired  by  Mr.  Kust.  Its  function  was  to  co- 
ordinate the  work  of  the  four  groups,  to  transmit  their  recommendations 
to  the  full  Commission,  and  to  represent  them  in  a liaiscn  capacity  by 
attending  and  participating  in  all  meetings  of  the  Commission. 

The  members  of  the  Task  Forces,  appointed  by  the  Governor,  con- 
sisted of  specialists  and  authorities  in  various  phases  of  taxation,  and 
were  selected  from  varying  economic  interests  and  occupations.  They  in- 
cluded representatives  of  business , labor , local  governments , university 
faculties,  law  and  accounting  firms,  and  other  diverse  backgrounds. 

The  staff  work  for  the  full  Commission  and  its  four  Task  Forces 
was  furnished  by  the  State  Division  and  the  Eastern  and  Western  Divisions 


of  the  Pennsylvania  Economy  League. 
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The  several  Task  Forces  called  numerous  meetings,  heard  testimony 
from  witnesses  and  conducted  intensive  research  investigations  in  a wide 
variety  of  areas.  The  findings  and  recommendations  were  presented,  along 
with  a summary  prepared  by  the  Task  Force  Coordinating  Committee,  to  the 
full  Commission  whichin  turn  held  a number  of  meetings  to  scrutinize  ex- 
haustively each  Task  Force  recommendation.  With  the  assistance  of  addi- 
tional research  conducted  at  its  direction  by  the  Pennsylvania  Economy 
League,  the  full  Commission  then  adopted  its  final  recommendations  for 
transmittal  to  the  Governor. 

Both  the  Task  Forces  and  the  full  Commission  gave  careful  con- 
sideration to  the  historical  trends  of  state  and  local  taxes  utilized  by 
Pennsylvania,  and  in  other  states.  Careful  comparisons  were  made  of  the 
relative  burdens  of  taxes  imposed  upon  various  classes  of  taxpayers  in 
Pennsylvania  and  selected  other  states.  Special  attention  was  given  to 
the  specific  tax  sources  utilized  in  other  jurisdictions,  and  the  relative  ■ 
reliance  placed  upon  the  several  major  sources  of  state  and  local  taxation. 

Throughout  its  studies  and  deliberations,  the  Commission  and  its 
Task  Forces  gave  careful  consideration  also  to  the  social  and  economic  im- 
pact of  alternative  tax  policies,  and  tested  each  against  certain  general 
principles  and  criteria  adopted  as  guidelines  in  formulating  a sound  and 
equitable  state  and  local  tax  structure. 

Two  special  research  projects  were  commissioned  and  utilized. 

One  project,  conducted  by  the  Pennsylvania  Economy  League  for  the  Commission, 
was  an  updating  of  a previous -'comparison -of  the  burden 'of’.  taxes”<- 
upon  industry  imposed  by  Pennsylvania  and  other  states  competing  for  new 
and  expanded  industry.  The  second  study  conducted  by  William  Stellenwerf 
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of  Public  Finance  Consulting  Associates,  measured  the  relative 
progressivity  or  regressivity  of  sales  taxes  payable  by  families  of 
various  income  levels  upon  selected  commodities  or  services. 

Past  revenue  trends  were  projected  to  1975 > and  these  pro- 
jections were  compared  with  similar  projections  for  all  states,  and  with  pro- 
jections compiled  by  the  Governor's  Office  and  by  the  Governor's  Economic 
^ Advisory  Committee.  The  purpose  of  the  Commission's  consideration  of 

the  projections  was  to  provide  a general  indication  of  the  probable 
amounts  of  additional  revenue  required,  rather  than  to  attempt  to  develop 
a precise  year-by-year  schedule  of  additional  tax  requirements. 

In  the  report  which  follows,  the  recommendations  of  the  Com- 
mission are  first  summarized.  These  are  classified  by  general  recom- 
mendations concerned  with  more  detailed  policies  and  tax  sources.  The 
summary  is  followed  by  detailed  descriptions  of  each  recommendation 
and  the  supporting  justification.  Separate  reports  of  the  Several  Task 
Forces  and  the  Summary  Report  of  the  Task  Force  Coordinating  Committee, 
in  the  form  in  which  they  were  presented  to  the  full  Commission,  are 
transmitted  herewith.  Additional  copies  are  available  in  very  limited 
quantity . 
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SUMMARY  OF  RECOMMENDATIONS 


General  Recommendations 

The  Commission  presents  the  following  general  recommendations 

which  it  believes  fundamental  as  elements  of  future  tax  policy  (page  numbers 
refer  to  text  at  report,  where  further  explanation  and  discussion  are 
presented) : 

1.  That 3 as  a genevdl  guideline  a proper  balance  between 
direct  corporation  taxes  and  general  taxes  collected 
principally  from  individuals  is  essential  to  expanding 
Pennsylvania  's  employment  and  nurturing  its  economic 
growth  through  a tax  climate  that  is  competitive  and 
conducive  to  retaining  and  attracting  business  in- 
vestment and  human  skills;  and  that^  while  the  pre- 
sent allocation  of  general  fund  tax  burdens  betiween 
these  sources  (which  is  70  percent  general  taxes- 
30  percent  corporate  taxes)  appears  reasonable  in 
the  context  of  the  combined  state  and  local  tax 
structure^  continuing  studies  be  made  of  the  chang- 
ing state  and  local  tax  structures  of  Pennsylvania 
and  other  states  with  which  it  normally  competes 
economically  to  assure  that  the  present  alloca- 
tion of  tax  burdens  remains  competitive . (Page  8 ) 

2.  That,  with  respect  to  the  types  of  taxes  to  be 
utilized  most  heavily  to  meet  its  foreseeable 
future  general  fund  revenue  needs,  the  Common- 
wealth rely  primarily  on  taxes  based  upon  in- 
come, both  corporate  and  personal,  as  the  sources 
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most  consistent  with  the  principles  of  simplicity^ 
certainty  and  equity^  and  most  likely  to  meet  in- 
creasing revenue  needs  with  the  minimum  impediment 
to  sustained  economic  growth  in  the  Commonwealth.  (Page  n ) 
That  as  a general  principle ^ the  state  government 
intensify  its  examiyiation  of  local  programs  and 
functions  which  it  currently  subsidizes  to  assure 
that  available  resources  are  allocated  with  a re- 
gard for  changing  needs  and  priorities ; and  that 
in  the  future  it  be  prepared  to  accept  a major  share 
or  all  of  the  cost  of  new  or  expanded  programs:  which 
it  mandates  be  undertaken  by  its  local  subdivisions. 

At  the  same  time^  the  Commission  recommends  that  the 

Commonwealth  accept  increased  responsibility  for  es- 
tablishing standards^  exerting  supervisory  and 
advisory  influence  and  otherwise  taking  positive 
steps  to  ensure  that  locaX  governments  utilize 
fully  and  efficiently  the  tax  resources  available 
to  them^  before  state  financial  support  is  pro- 
vided; and  that  the  Commonwealth  assist  them  to 
organize  and  operate  in  such  a manner  as  to  assure 
the  maximum  of  local  government  self-reliance.  (Page  12 J 
That  steps  be  taken^  by  providing  a special  staff 
unit  or  otherwise^  to  follow  the  course  of  federal- 
aid  programs  as  they  are  formulated,  to  see  that  all 
appropriate  state  and  local  officials  are  kept 
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informed  of  their  provisions , and  to  ensure  that 
Pennsylvania's  state  and  local  governments  obtain 
the  maximum  advantage  from  federal  aid  programs 
in  financing  the  functions  which,  in  the  best-  judg- 
ment of  their  governing  bodies,  they  are  required 
to  perform  or  decide  to  undertake.  (Page  13  ) 

5.  That  both  the  executive  and  legislative  branches  of 
the  Commonwealth  government  make  intensified  efforts 
to  study  and  effectuate  all  feasible  means  of  im- 
proving the  productivity  and  efficiency  of  opera- 
tion of  the  state  government , and  that  charges  be 
made  whenever  feasible  for  services  or  commodities 
furnished  to  individuals  or  groups  deriving  special 
benefits  therefrom,  to  the  end  that  the  Commonwealth's 
tax  resources  will  be  utilized  to  the  maximum  benefit 
of  all  Pennsylvania  citizens.  (Page  li+  ) 


CORPORATION  TAXES 

The  recommendations  which  the  Commission  makes  pertaining  t 
corporation  taxes  are  in  the  context  of  three  broad  and  general  re- 
commendations applying  to  corporation  tax  policy  as  follows: 

1.  That  as  the  Commonwealth's  revenue  struct\ire  is  re- 
organized and  expanded  to  meet  the  needs  of  the 
future,  direct  taxes  on  corporations  be  maintained 
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at  a level  coripetitive  with  other  states  in 
order  to  proKote  expanded  employment  through 
the  retention  and  attraction  of  business  and 
industiy , 

2.  Tha.t  the  state  system  of  corporation  taxation 
be  stresulined , vclarified,  and  simplified  and 
m.ade  as  uniform  as  feasible. 

3.  That  within  the  context  of  both  of  the  forego- 
ing recommendations , state  corporations  taxes 
be  shifted  to  an  income  basis  to  the  extent 
feasible . 

With  respect  to  specific  corporation  tax  sources,  the  Commission 

reccmmer.lo ; 

1.  That  ctudiei  in  depth  be  made  by  the  Department 
of  Revcnne  of  the  problems  and  the  results  of 
shifti'iiy  from,  the  capital  stock  and  franchise 
t'-ixes  to  any  of  several  alternate  corporation 
''7.XC3;  ana  thc:t  the  alternatives  include  (though 
hot  ncceccarily  be  limited  to)  the  following : 
a.  A.  ''O'lbi nation  of  the  following: 

(i)  A tux  on  book  net  worth  (or  equity)  at 
a rat-j  to  produce  about  half  the  pre- 
sent ca.pital  stock  tax  yields  and 

(ii)  A cm  surtax  (with  Manufacturing  exemp- 
tion) at  a ro.te  to  produce  the  balance 
of  'the  cccpital  stock  tax  yield. 
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b.  A tax  patterned  after  that  in  New  York  State 
wherein  the  corporation  pays  the  higher  of  a 
tax  based  on  income  or  a tax  based  on  property. 

c.  A tax  patterned  after  the  property  measure  of 
the  Massachusetts  corporation  excise  tax  with 
separation  into  tangible  and  intangible  property 
corporations.  (Page  17  ) 

2.  That  so  long  as  the  capital  stock  tax  is  retained ^ the 
manufacturing  exemption  be  continued  in  its  present 
form  and  scope.  (Page  21  ) 

3.  That  the  taxation  of  commercial  banks  and  mutual  thrift 
institutions  be  placed  on  a uniform  and  equal  basis  and 
on  as  comparable  basis  as  possible  with  the  income 
taxation  of  other  corporations.  The  differences  among 
financial  institutions  and  between  them  and  other  cor- 
porations make  it  difficult  to  accomplish  this  step 
immediately  and  the  following  steps  are  suggested: 

a.  Replace  the  shares  tax  on  commercial  banks  and 
title  insurance  companies  with  an  excise  tax 
using  the  same  income  base  and  rate  as  is  applied 
to  mutual  thrift  institutions. 

b.  As  a future  step^  restore  to  the  income  base  the 
federal  income  tax  paid.  This  is  not  allowed  cor- 
porations generally.  (Page  22  ) 
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4.  That  the  two  percent  tax  on  gross  premiums  be 
imposed  on  all  insurance  companies ^ whether 
foreign  or  domestic ^ stock  or  mutual  (hut  ex- 
cluding non-profit  hospital  or  medical  and 
dental  corporations):  that  this  tax  be  in  lieu  of 
all  other  state  corporate  taxes ^ including  the 
corporate  net  income  and  the  capital  stock  taxes. 

(Page  25  ) 

5.  That  the  corporate  loans  tax  and  the  excise  taxes 
on  both  domestic  and  foreign  corporations  be  elim- 
inated. (Page  ^ 

With  respect  to  the  policies  and  methods  of  taxing  public 
utilities  in  Pennsylvania,  the  Commission  recommends: 

1.  That,  as  a guiding  principle,  public  utilities  be 
subject  to  state  taxes  which  will  impose  on  them  a 
burden  comparable  to  that  imposed  upon  other  Pennsyl- 
vania incorporated  business  enterprises  at  the  combined 
state  and  local  levels.  (Page  29  ) 

2.  That  the  present  state  gross  receipts  tax  on  utilities 
be  extended  to  apply  to  gross  receipts  from  sales  of 
service  (other  than  for  resale)  of  regulated  water 
and  steam  heat  utilities . (Page  29  ) 

3.  That  the  recent  constitutional  amendment  providing 
for  distribution  to  local  taxing  bodies  of  gross  re- 
ceipts tax  proceeds  in  lieu  of  local  taxation  of  pre- 
viously exempt  public  utility  property  be  implemented 
by: 
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a.  Contircuing  the  state-eolleoted  gross  receipts 
tax  at  the  present  rate  of  20  mills  or  at  such 
higher  rate  as  may  he  required  to  equal  the 
aggregate  gross  total  of  local  real  property 
tax  revenues  that  would  he  produced  if  all 
utility  operating  realty  used  or  useful  in  fur- 
nishing piihlic  utility  services  were  subject 
to  local  taxation; 

h.  Distributing  the  amount  of  the  gross  receipts 

tax  determined  as  above  among  local  taxing  bodies 
primarily  in  the  proportion  that  the  total  annual 
tax  receipts  of  each  bears  to  the  total  annual  tax 
receipts  of  all  local  taxing  bodies.  (Page  29  ) 

4.  That  the  tax  losses  to  the  Commonwealth  resulting  from 

diversion  of  gross  receipts  tax  revenues  to  local  govern- 
ments be  compensated  by  higher  taxes  upon  corporations 
generally 3 namely  the  net  income  taxes  on  general  cor- 
porations and  the  proposed  income  taxes  on  financial 
institutions 3 rather  than  by  higher  rates  upon  utility 
gross  receipts.  (Page  29  ) 

With  respect  to  the  practice  of  offering  tax  incentives  to 
corporations  to  encourage  and  compensate  for  certain  kinds  of  expendi- 
tures, the  Commission  recommends: 
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That  tax  incentives  to  encourage  business  investment 
should  he  used  sparingly^  should  he  so  designed  as  to 
afford  a significant  tax  advantage  to  industry  when 
applied^  and  should  he  adopted  with  a full  consciousness 
of  the  effect  on  the  state  's  revenue  structure  and  on  ex- 
isting competing  plants  in  Pennsylvania.  (Page  35  ) 

2.  That  any  tax  incentive  for  investment  in  new  plant  and 
equipment  he  provided  in  the  form  of  a direct  invest- 
ment credit  against  tax  liability  rather  than  a deduction 
from  the  tax  base  as  in  the  1963  act.  (Page  35  ) 

3.  That  where  some  form  of  incentive  to  business  is  deemed 
necessary  in  order  to  achieve  socially  desirable  objectives, 
a direct  subsidy  should  he  provided  rather  than  inserting 
complicating  factors  in  the  tax  structure.  However,  if 

the  method  is  to  be  a tax  incentive,  a tax  credit  is  pre- 
ferable to  a modification  of  the  tax  base.  (Page  35  ) 

4.  That  care  be  taken  in  the  enactment  and  administration  of 
any  system  of  tax  incentives  to  insure  that  corporations 
already  doing  business  in  the  Commonwealth  are  not  put  at 
a competitive  disadvantage.  (Page  35  ) 

With  respect  to  accomplishing  uniformity  in  state  taxation 
of  inter-state  corporations  the  Commission  recommends: 

1.  That  Pennsylvania  take  the  lead  in  seeking  cooperation 

among  the  states  to  adopt  uniform  laws  defining  jurisdic- 
tion and  governing  allocation  of  corporate  income  for  tax 
purposes  and,  in  consultation  with  the  business  community, 
to  develop  recommended  uniform  guidelines  to  be  enacted  by 

Congress  and  implemented  through  the  Interstate  Compact.  (Page  39^ 
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GENERAL  STATE  TAXES 


With  respect  to  those  state  taxes  levied  principally  upon 
individuals  (although  also  paid  in  part  by  corporations),  the  Cominis- 
sion  recommends:  ^/' 

2.  That^  when  required^  there  be  enacted  a state  tax  on 

personal  income  earned  in  Pennsylvania  comprised  of  both 
"earned"  income  and  'unearned"  income  including  income 
from  unincorporated  business  enterprises , to  be  levied 
at  a uniform  rate  upon  income  taxable  for  federal  per- 
sonal income  tax  purposes  recognizing  that  such  a tax 
would  be  markedly  progressive.  (Page  kj  ) 

2.  That  the  highway  program  continue  to  be  financed  from 
highway  users  ’ taxes  and  fees^  at  such  increased  or  de- 
creased rates  as  needed  and,  if  this  be  insufficient , 
that  additional  taxes  or  fees  related  to  such  use  be 
instituted.  (Page  51  ) 

"U  Certain  members  of  the  Commission  believe  that  if  and  when 

combined  state  and  local  burdens  of  taxes  imposed  upon  personal 
and  corporate  income  threaten  to  become  excessive  compared  with 
other  states,  thus  jeopardizing  Pennsylvania's  attractiveness 
as  a place  to  live  and  work,  or  to  locate  industry,  considera- 
tion should  turn  to  obtaining  needed  additional  revenue  from  the 
state's  Education  Sales  Tax,  preferably  by  extending  the  tax  to 
purchases  of  clothing,  the  burden  of  which  would  be  progressive, 
and  by  extending  the  tax  to  include  value  of  articles  taken  in 
trade . 

As  set  forth  on  line  11-d  of  the  I96T  Federal  nersonal  income 
tax  form  lOUO  (adjusted  gross  income  less  exemptions  and 
deductions ) . 
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STATE-LOCAL  RELATIONSHIPS 


The  Commission  developed  its  recommendations  within  the  frame- 
work of  the  following  principles: 

1.  Strong  local  government  is  an  essential  element  for  the 
effective  and  responsible  performance  of  the  total  govern- 
ment function  in  Pennsylvania. 

2.  Local  government  should  be  modernized  and  wasteful  practices 
eliminated  so  that  it  may  meet  its  responsibilities  effi- 
ciently at  lowest  possible  cost. 

3.  To  enforce  its  position  as  a strong  partner  in  the  govern- 
mental picture,  local  government  should  rely  heavily  on  its 
o^ra  local  resources  for  financial  support.  But  the  needs  and 
resources  of  the  various  local  governments  vary  tremendously 
within  the  Commonwealth,  and  this  factor  should  weigh  signifi- 
cantly in  the  policy  determinations  of  the  state  and  federal 
government  as  to  the  role  of  local  governments  and  aid  to  them. 

U.  Local  governments  should  have  ample  revenue  resources  to 

finance  those  responsibilities  which  are  assigned  to  them  by 
t^e  state. 

5.  Thus,  although  state  and  federal  aid  will  continue  to  increase, 
the  pattern  of  this  aid  should  be  designed  to  keep  local  govern- 
ment strong  and  responsible. 

6.  Property  taxation  should  remain  the  exclusive  province  of  local 
government.  Real  property  will  continue  to  provide  a major 
source  of  local  taxation;  tangible  personal  property  should 
continue  to  be  exempt  from  taxation. 

The  specific  recommendations  of  the  Commission  are: 

1.  That  the  limit  on  the  rates  of  local  taxes  on  wages  and  net 
profits  of  unincorporated  business  should  he  eliminated^  and 
further 3 in  the  event  the  base  for  local  income  taxes  is  changed 
to  correspond  with  the  base  of  a state  income  tax  as  recommended 
elsewhere 3 that  there  be  no  limit  on  those  rates.  (Page  59  ) 


y This  recommenda'tion  did  not  hav'e?  unaP/imous  approval  pef  the 
Commission  members. 
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That  local  governments , especially  county  and  municipal  govern- 
ments ^ relrj  to  an  increasing  degree  upon  the  use  of  service 
charges  in  the  financing  of  those  elements  of  local  govern- 
ment expense  in  which  there  is  a direct  or  proximate  relation- 
ship between  the  service  rendered  and  a charge  related 
thereto.  (Page  59  ) 

That  any  law  enacting  a state  personal  income  tax  provide 
specifically  for  continuing  the  existing  authority  of  local 
governments  to  levy  on  wages  or  earned  income.  (Page  60  ) 

That  in  the  event  a state  personal  income  tax  is  enacted ^ 
the  means  he  studied  and  steps  be  taken  to  change  the  base 
for  local  wage  and  income  taxes  in  order  to  correspond  to 
the  base  for  the  state  tax  and  further  to  provide  for  state 
collection  of  local  income  taxes  and  remittance  of  receipts 
to  local  taxing  jurisdictions.  (Page  So) 

That  the  state  assume  responsibility  for  collecting  the 
county  (plus  Philadelphia  and  Pittsburgh)  intangible 
personal  property  tax  and  for  remitting  the  proceeds  to 
the  taxing  jurisdiction.  (Page  6l  ) 

That  the  local  taxes  on  gross  receipts  of  business , commonly 
referred  to  as  mercantile  taxes ^ being  contrary  to  the  ability 
to  pay  principle^  be  eliminated  from  those  taxes  which  local 
governments  are  authorized  to  impose,  and  that  local  govern- 
ments now  imposing  such  taxes  be  required  to  eliminate  said 
taxes  within  a five-year  period.  (Page  52  ^ 
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That  state  and  federal  governments  should  pay  contribu- 
tions equal  to  property  taxes  on  those  of  their  properties 
which  are  used  for  residential  and  business  purposes.  (Page  62  ) 
That,  concurring  with  the  Governor 's  announced  intention , the 
Department  of  Community  Affairs  be  directed  to  make  a study 
of  local  tax  administration,  assessments  and  collections , in 
cooperation  with  municipalities.  (Page  63  ) 

That  the  legislature  establish,  by  state  law,  uniform  pro- 
visions for  the  base  of  each  tax  authorized  by  Act  5ll  to  he 
levied  by  local  governments ; that  each  local  government  should 
be  required  to  adopt  by  reference  the  uniform  provisions  for 
the  Act  511  taxes  it  chooses  to  impose.  Each  local  govern- 
ment should  continue  to  have  authority  to  determine  the  rates 
of  taxation,  within  statutory  limits.  (Page  6k  ) 
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REVENUE  TRENDS  - PAST  AND  FUTURE 


In  analyzing  Pennsylvania's  present  State  and  local  tax  needs  and 
resoiirces,  and  in  predicting  their  future  course,  it  is  most  important  to 
review  and  indentify  the  trends  and  developments  which,  in  the  past  two  dec- 
ades, have  highlighted  Pennsylvania’s  tax  history. 

Total  State-Local  Tax  Trends 

The  predominant  trend  has  been  the  rapid  growth  of  total  state 
and  local  tax  collections.  These  more  than  quadrupled  in  20  post-war  years 
to  reach  a level  of  more  than  $2.6  billion  in  fiscal  1965  (See  Chart  I).  'U 

A second  significant  trend  diiring  that  same  period  has  been  the  in- 
creasing reliance  upon  state-levied  taxes  to  support  State  and  local  public 
services  in  Pennsylvania.  State  taxes  increased  at  almost  double  the  rate  of 
growth  for  local  taxes  from  19^5  through  1965*  As  a result,  whereas  state 
tax  collections  represented  only  39  percent  of  total  state  and  local  collec- 
tions in  19^5,  they  grew  to  more  than  52  percent  of  the  total  in  1965-  This 
reflects  the  assumption  during  the  past  two  decades  of  an  increasing  responsi- 
bility by  the  state  government  for  the  financing  of  public  education  and  other 
traditional  government  functions. 

Local  Tax  Trends 

Dramatic  among  local  tax  developments  has  been  the  heavy  increased 
reliance  by  local  governments  on  non-real  estate  taxes.  This  followed  enact- 
ment of  Pennsylvania's  renowned  "tax  anything"  law  in  the  late  19^0' s,  which 
permitted  local  governments  uniquely  wide  discretion  to  levy  wage,  amusement 
and  other  non-property  taxes.  Subsequently,  the  portion  of  total  local  tax 
collections  borne  by  real  estate  dropped  from  86  cents  of  every  tax  dollar 

il/*'  The  latest  available  year  for  '.rhicli  local  tax  collection  are  compiled 
is  fiscal  1965. 
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in  19^5  to  72  cents  in  1965-  During  that  same  span  of  years,  income  from 
wage  and  other  local  non-real  estate  taxes  increased  more  than  sevenfold, 
to  reach  a level  of  almost  $3^6  million  in  fiscal  I965. 

State  Tax  Trends 

The  most  notable  trend  in  state  taxes  has  been  accelerated  growth 
(see  Chartll).  Total  state  tax  collections  have  multiplied  almost  nine  times 
in  the  22  years  ending  June  30th,  I968. 

Equally  notable  has  been  the  shift  from  a narrow-based  reliance  on 
corporation  levies,  to  a broad  based  program  relying  extensively  on  consumer  taxes 

At  the  end  of  World  War  II,  almost  one-half  (U7  percent  in  19^5-^6) 
of  the  state's  tax  revenues  came  from  general  and  selective  taxes  levied 
directly  on  corporate  activities  in  Pennsylvania.  Twenty-two  years  later, 
approximately  one-fourth  of  the  state, s 1967-68  tax  collections  came  from 
direct  taxes  on  corporations.  During  the  22-year  period,  the  enactment  of  a 
general  sales  tax,  coupled  with  increases  in  rates  of  selective  excise  taxes, 
have  boosted  consumer  taxes  from  just  over  Ul  percent  of  total  tax  collections 
in  19^5-^6  to  just  under  70  percent  in  the  fiscal  year  1967-68. 

The  reduced  reliance  on  corporations  taxes,  together  with  legislative 
action  to  exempt  manufacturing  investment  from  the  capital  stock  tax  and  to 
exclude  manufacturing  equipment  from  the  state  sales  tax  and  from  local  real 
estate  taxes  have  reflected  a conscious  effort  to  stimulate  industrial  growth 
and  thus  enlarge  employment  opportunities  in  Pennsylvania. 

Annual  revenues  from  motor  fuel  taxes  have  almost  doubled  during 
the  ten-year  period  ending  June  30,  1968,  while  revenues  from  operators*  and 
license  registration  fees  have  increased  about  hO  percent.  These  increases 
reflect  both  increased  number  and  utilization  of  motor  vehicles,  and  tax  and 
license  rate  increases,  the  last  of  which  took  place  in  I961.  Total  income 
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PENNSYLVANIA  STATE  AND  LOCAL  TAX  COLLECTIONS 
SELECTED  YEARS,  1945  TO  1965 


Soufce.  Stale  Taxes  Pennsylvania  Department  of  Revenue,  Budget  Office  & Auditor  General’s  Reports 
Local  Taxes'  Pennsylvania Departmentsof  Community  Affairs  and  Public  Instruction 


PENNSYLVANIA  STATE  TAX  COLLECTIONS 
SELECTED  YEARS,  1945-46  TO  1967-68 
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Source;  Pennsylvania  Department  of  Revenue,  Budget  Office  & Auditor  General’s  Reports 


DISTRIBUTION  OF  THE  STATE-LOCAL 
GENERAL  REVENUE  DOLLAR. 
Fiscal  1966 

Pennsylvania  and  Ten  Selected  States 


State  Share  Loca!  Share 


Source:  U.S.  Bureau  of  the  Census,  Governmental  Finances  in  1965-66,  Series  GF  - No.  13. 

U S Bureau  of  the  Census,  State  Government  Finances  in  1966,  Series  GF  - No  11 , 


available  for  highway  construction  and  maintenance  has  considerably  more  than 


doubled  in  the  past  ten  years,  reflecting  the  introduction  of  the  heavily- 
subsidized  Federal  road  building  programs. 

Long-Range  Factors 


Beyond  the  immediate  future,  a multiplicity  of  factors  can  influence 
the  spending  and  tax  requirements  of  Pennsylvania's  state  and  local  governments. 
Some  of  the  major  factors  and  problems  to  be  encountered  are: 

1.  The  demand  for  new  and  expanded  services  to  be  undertaken 
by  the  State  government  in  such  areas  as  mental  health, 
higher  education,  urban  revitalization  and  conservation 
of  natviral  resources . 

2.  The  growing  complexity  of  the  intergovernmental  financing 
arrangements,  characterized  in  particular  by: 

(a)  The  demand  by  local  governments  for  the  state 
to  undertake  an  increasing  share  of  the  burden 
of  financing  traditional  local  services, 

(b)  pressures  by  the  Federal  government  for  the  state 
and  local  governments  to  undertake  a growing 
variety  of  new  and  expanded  programs , to  be 
financed  by  progressively  increasing  state  and 
local  cost-matching  shares . 

3.  Expansion  of  state  and  local  public  improvements,  with  the 
concomitant  mounting  requirements  for  debt  service  in 
annual  operating  budgets, 

U.  The  direction  and  growth  of  the  state's  economy  and  its 

sensitive  interaction  with  the  state  and  local  tax  struc- 
ture i 

5.  The  effect  of  Pennsylvania's  population  trends  foretelling 
a continued  increase  in  the  school-age  and  retirement-age 
groups,  with  a lesser  rate  of  growth  in  the  productive 
age  groups  who  must  support  increasing  services  for  the  young 
and  the  aging. 

Futxire  Projections 

The  Commission  was  not  furnished  with  any  official  estimates  of 
future  revenue  needs  as  a basis  for  its  recommendations  on  tax  policy. 
Nevertheless,  it  felt  xmable  to  make  valid  judgments  without  some  indication 
of  the  overall  dimension  of  revenue  needs  in  future  years. 
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Three  projections  of  general  fund  expenditures  through  fiscal  1975 
^ere  made  by  the  Commission  staff  on  the  following  bases: 

1.  Historical  trends  of  general  fund  revenues  in  Pennsylvania. 

2.  Historical  trends  of  revenues  from  own  sources  for  all  states. 

3.  Estimates  of  spending  needs  in  future  years  prepared  by 
Pennsylvania  state  agencies. 

The  three  projections  proved  to  be  so  close  together  that  they  por- 
trayed the  same  general  trend  rather  than  three  discernibly  different  trends. 
Based  upon  these  trends  it  appears  that  general  fund  expenditures  will  in- 
crease through  1975  at  an  average  rate  of  about  10  percent  per  year. 

The  yield  from  the  present  general  fund  revenue  structure  was  esti- 
mated for  futxire  years  based  on  past  tax  yield  trends  and  on  appropriate  eco- 
nomic indices.  These  estimates  show  that  through  1975  general  fund  revenues 
from  present  sources  are  likely  to  increase  on  an  average  of  five  percent  per 
year . 

Thus,  it  is  estimated  that  the  rate  of  increase  in  expenditxires 
will  be  about  twice  the  rate  of  increase  in  revenues  from  present  sources.  If 
this  proves  to  be  the  case,  Pennsylvania  in  197^-75  will  require  about  one 
billion  dollars  in  annual  revenue  from  new  tax  sources  or  from  higher  tax 
rates  on  present  tax  sources.  This  amount  is  equivalent  to  about  two-thirds 
of  general  fund  taxes  collected  in  1967-68. 

This  estimate  of  tax  needs  assumes  no  change  in  the  impact  of  fed- 
eral aid  on  spending  requirements . It  also  assiomes  a continuing  stable  per- 
centage of  non-tax  revenue  to  total  revenues  approximating  the  experience 
of  recent  years.  The  Commission  wishes  to  note,  parenthetically,  the  desir- 
ability at  both  the  state  and  local  government  levels  of  exploring  all 
justifiable  avenues  for  non-tax  revenues  in  order  to  alleviate  future  tax 
burdens  as  much  as  possible. 
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The  estimate  of  tax  needs  does  not  take  into  account  the  costs  of 
possible  nev  major  state  programs  during  the  period  nor  inflation  to  any 
greater  degree  than  in  the  recent  past.  A sharp  change  in  the  inflationary 
trend  or  in  other  economic  factors  could  change  the  estimate  of  tax  revenue 
needs  in  either  direction. 

Overall  Tax  Burden 

The  idea  of  new  or  increased  state  taxes  over  the  next  six  years 
that  would  equal  two-thirds  of  the  past  years 's  tax  yield  is  thought -provoking 
to  say  the  least.  It  is  enlightening  if  not  comforting  to  know  that  Pennsyl- 
vania probably  is  not  alone  in  this  dilemma. 

A comparison  between  Pennsylvania  and  15  other  states  shows 
that  during  the  15-year  period  from  1950  to  19659  all  experienced  somewhat 
similar  rates  of  increases  in  state  taxes.  It  is  not  sufficient  to  compare 
simply  state  taxes  since  state  and  local  taxes  both  draw  from  the  state's 
economic  base.  The  respective  levels  of  state  and  local  taxes  will  depend 
on  the  level  of  responsibility  for  administering  governmental  programs  and 
on  the  extent  of  state  subsidization^ 

Even  when  state  and  local  taxes  are  added  together,  Pennsylvania 
has  been  known  as  a relatively  low  tax  state . There  has  been  some  truth  in 
this  but  the  situation  is  changing.  Although  the  trend  of  state-local  tax 
increase  in  Pennsylvania  is  similar  to  the  trends  in  other  states,  population 
and  personal  income  in  Pennsylvania  are  not  increasing  as  rapidly  as  are 
the  averages  of  all  states.  Thus,  taxing  burden  in  this  state  (measured 
by  state  and  local  taxes  per  capita  and  per  $1000  personal  income)  is 
rising  more  rapidly  than  the  national  average. 
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This  is  summarized  by  the  exhibit  below,  comparing  Pennsylvania's 
state-local  taxes  per  capita  and  per  $1,000  personal  income  in  I96O  and  I966 
with  15  other  industrial  states.^/  In  both  years  Pennsylvania  ranked  compara- 
tively low.  However,  by  both  tax  biirden  measures,  Pennsylvania  ranked  higher 
in  1966  than  in  I96O. 


Tax  Revenue  of  State-Local  Governments 


Per  $1,000 


Pennsylvania 
U.  S.  Average 

Pennsylvania  Rank  - I6  States  3./ 


Per  Capita 

i960  1966 

$173.09  $260.83 

200.67  289.70 

13  12 


Personal  Income 

i960  1966 

$ 76. UO  $ 9h.9^ 

90.29  106.63 

lU  12 


Because  more  recent  data  are  not  available  at  the  date  of  this  report, 
analyses  of  tax  burdens  do  not  take  into  account  tax  increases  oc curing  s-f'^er 
1966  at  both  the  state  and  local  levels  in  Pennsylvania  and  in  other  states. 

3/  The  16  comparable  states  are  California,  Connecticut,  Delaware,  Illinois, 
Indiana,  Maryland,  Massachusetts,  Michigan,  New  Jersey,  New  York,  North 
Carolina,  Ohio,  Pennsylvania,  Texas,  West  Virginia,  and  Wisconsin. 


II.  GENERAL  TAX  POLICY 


In  considering  and  judging  the  relative  merits  of  a wide  array 
of  possible  revenue  sources,  both  present  and  proposed,  the  Commission  was 
guided  by  certain  basic  principles  which  it  considered  to  represent  desirable 
objectives  in  formulating  future  state  and  local  tax  programs. 

These  are : 


An  equitable  distribution  of  the  additional 
tax  burden  among  the  various  types  and  income 
classes  of  taxpayers,  in  their  capacities  as 
earners , consumers  and  property  owners ; 

Maintenance  of  a favorable  environment 
for  economic  development  in  competition  with 
other  states ; 

Utilization  of  taxes  which  are  relatively 
uncomplicated,  predictable,  simple  to  calculate, 
visible  to  the  taxpayer,  and  readily  assessed 
and  collected, 

Assxirance  of  potential  yield  to  meet  the 
required  needs  without  imposition  of  an  excessive 
number  and  variety  of  tax  sources; 

Achievement  of  a rational  balance  of 
responsibility  between  the  State  government 
and  its  local  political  subdivisions  for  the 
administration  and  financing  of  essential  pub- 
lic services. 

Preservation  of  maximum  flexibility  in  the 
application  of  revenue  resources  to  urgent  and 
changing  service  needs,  by  avoiding  dedication  of 
specified  revenues  to  support  of  specified  and  limited 
functions  of  government. 


With  these  objectives  in  mind,  the  Commission  adopted  five  broad 
recommendations  which  it  considers  to  be  of  outstanding  significance  and 
fundamental  to  the  shaping  of  a sound  and  rational  tax  structure.  These 
are  concerned  with  the  future  distribution  of  state  tax  b\irden  between  taxes 
levied  directly  upon  corporations  and  those  levied  principally  upon  individuals ; 
the  preferable  types  of  tax  sources  to  be  utilized  for  future  increased  yields,; 
the  fiscal  relationship  between  Federal,  state  and  local  governments , the 
efficient  conduct  of  governmental  operations,  and  the  use  of  service  charges 
when  appropriate. 


i 


i 


.-xc' 


i i 


c 


t 


!!'  '.-■ 


y Off.' 


u.rn.  ;v 


:■  X!7 


I' 


I 

li' 
. / 


Corporate  a-:i  Gen:r  ' j.  .T  :.x  Burdens 

Historically,  one  of  the  most  difficult  and  controversial  tax 
policy  problems  in  Pennsylvania  has  been  to  maintain  a proper  allocation 
of  total  state  tax  burdens  between  "corporation"  and  "general''  taxes.  As 
used  in  this  report,  "corporation  taxes"  include  those  levied  by  the  Common- 
wealth on  corporate  enterprises  generally,  such  as  the  corporate  net  income 
and  capital  stock  taxes,  and  those  levied  exclusively  on  special  types  of 
incorporated  enterprises,  such  as  utilities,  banks  and  insurance  companies. 

All  other  state  taxes  are  included  in  the  term  " general"  taxes,  made  up  of 
sales,  inheritance  and  any  other  taxes  levied  primarily  on  individuals  (al- 
though corporations  8.1so  pay  a share  of  these  taxes). 

Until  the  mid~1950's,  Pennsylvania  relied  more  heavily  than  most 
competitive  states  upon  corporation  taxes.  For  example,  in  fiscal  1956, 
percent  of  all  taxes  (including  highway  users  taxes)  was  derived  from  direct 
corporation  taxes,  and  the  remaining  56  percent  came  from  general  taxes. 

By  contrast,  in  fiscal  1966  the  total  corporation  tax  share  had 
dropped  to  25  percent,  while  general  taxes  supplied  the  balance  of  75  per- 
cent of  total  state  tax  revenues.!^/  This  shift  of  primary  reliance  from  cor- 
porate to  broad-based  general  levies  has  been  a matter  of  conscious  public 
policy,  designed  to  impro'^'-e  Pennsylvania's  competitive  position  to  attract 
and  retain  industry,  and  thus  ultimately  to  produce  a healthier  economy  and 
more  employment  opportunities  for  Pennsylvanians. 

1_/  For  the  state's  general  fund  alone  (excluding  motor  license  fund  taxes) 
corporate  taxes  in  fiscal  1966  represented  30  percent  of  total  tax  collections 
while  general  taxes  supplied  TO  percent.  This  ratio  remained  approximately 
the  same  in  fiscal  1968. 
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That  this  policy  has  improved  Pennsylvania's  corporate  tax  environ- 
ment, at  least  for  manufacturing  enterprise,  is  attested  to  by  a series  of 
studies  made  by  the  Pennsylvania  Economy  League  which  measured  the  impact 
of  state  and  local  taxes  on  manufacturing  industry  in  Pennsylvania  compared 
with  ten  other  states  with  which  it  normally  competes  for  location  of  new 
and  expanded  industrial  facilities.  The  results  of  the  latest  of  this  series  of 
studies,  made  for  the  Governor's  Tax  Study  and  Revision  Commission,  are 
incorporated  in  a 196?  report  entitled  "Taxes  Paid  by  Industry."  The  report 
shows  that  Pennsylvania,  among  the  10  surrounding  and  competing  states,  have 
continued  to  rank  relatively  high  with  respect  to  the  burden  of  state 
taxes  upon  industry,  and  low  with  respect  to  the  burden  of  similar  local  taxes. 
The  Keystone  State’s  combined  state-local  tax  burden  on  manufacturing  industry 
decreased  dramatically  during  the  10  year  period  ending  in  1965*  Accordingly, 
among  ten  competing  states,  Pennsylvania's  ranking,  in  terms  of  state-local 
tax  cost  to  manufacturers , dropped  from  one  of  the  highest  in  1956  to  one 
of  the  lowest  in  1965.^/ 

This  dramatic  change  in  Pennsylvania's  competitive  business  tax 
climate  was  in  accord  with  a major  tax  policy  objective  which  the  Commission 
has  adopted  as  one  of  the  guidelines  for  its  re  commendations  for  future 
tax  policy  "the  maintenance  of  a favorable  environment  for  economic 
development  in  competition  with  other  states." 


The  above  rankings  do  not  take  into  account  the  increases  in  most 
Pennsylvania  corporate  taxes  that  were  enacted  in  1967-  As  noted  on  the  pre- 
ceding page,  the  total  196?,  state  tax  program  did  not  alter  the  existing 
corporate  general  tax  sharing  ratio.  However,  it  is  not  yet  possible  to 
update  the  comparison  of  tax  burdens  on  corporate  models  to  include  these 
tax  changes.  Therefore,  it  cannot  be  known  whether  Pennsylvania's 
competitive  business  tax  climate  has  been  affected.  This  emphasizes  the 
already  stated  need  for  continuing  study  of  Pennsylvania  tax  burdens  com- 
pared with  other  states . 


>'i  IV  '■ 


:r'i  ■ ■ 


('  f .■■■  ■■, 


'io  ....  ..  -i 


ail  'a  I .; 


'J  .. 


■XI.  i;rtiir 


■ lis 


. ■.'-X.;  : sV- 


Vf'-a 


■:J- 


'i\  'jS  -■/:/ 


n:iei  -V'^.r 


■ I'M. ref 


d.iiv; 


M'l.  . }> 


M.M'.  .X'l.X;:. 


'■m.  -mm-:,  V.  -mU. 


'w 


M'MibM.. 


v;v. 


I lijn;- 


■■  <t.v; 


il  ■;! 


• ••  .• 


•:ic  .v;v 


. iOM  Ki'.  •• 


.■c.:y-:Ol  . ■ ;0 


■ I . i.s  y ■ ■ 


a ..'.tie 


U . ; ■ • 'VOOB  X'  '.  x.x>v 


V f/fti;' 


Uiry  •.■;< 


...j;  ■,.  . ! •«  3.6 fi 

yui.^ 


XKllW  m;  ; 


li.L 


i.L  j-lMi;;  I 


■ ■ ..■•■'■'■■;  b’' 

■ -/M  . : M .70^  .-■  b !: 

j-?v.  itofr  ' ' ' . ■ 

..  M .j-  r^^in  i -T  i ■ ■ 

IX:  ..'YSM'V' 

3ea.i:3js  i ■ I B i;i 
•:  anib'D.:  i-  ■ f-  Xm:  ‘ !■  IB.. 


•IX  'i:!!;  ' iGii  o':  ...;., -.11  -.  ^cai;  -.ir^T 

' . . : MiOi. ...■'■  oj o-xog'i'M.-  ,6  ra/x si'I 

. : .■'ii;  .1.  .l.X.i.JOi*'  .■  '.060  ...  'M/ 

■■  x-iivti  X.-:'  lonoi  lO’;: 

■ ' . •...  XO  . : •':■  IX.OO  --0'.  ■ ‘ 6jv.,: 

;M  .i  i . ;-;-M  ■ -ib  . ; O;.;/?  .i' ■ i ' V.-Mi- 

v:;;  ’ . :■  i .;:d  OV.v .7 .£  .:  0 g/a-.' i 

■ fXMXO'’  ■■■-:•'•  M-ViliiV  •r.DIiV'iX-B 

■ ' b ’ b9%30 


I 


The  Commission  is  convinced  that  the  improved  tax  climate  in  Penn- 
sylvania has  contributed  to  improved  economic  conditions , as  measured  by  indices 
of  employment  and  industrial  activity,  and  to  the  attraction  of  new  and  ex- 
panded industry  in  the  state  during  the  past  several  years . It  believes  that 
the  interests  of  Pennsylvania  will  be  served  best  by  maintaining  in  the 
future  this  favorable  environment  for  industrial  and  economic  growth.  The 
Commission  is  aware  that  continuing  the  present  approximate  ratio  of  the  allo- 
cation of  the  general  fund  tax  burden  between  corporate  and  general  tax  sources 
may  mean  substantial  increases  in  both  corporate  and  general  tax  levies 
over  the  coming  years.  It  is  also  aware  that  this  same  phenomenon  may  occur 
in  varying  degrees  in  the  tax  structures  of  other  states  with  which  Pennsylvania 
normally  competes  for  industrial  expansion.  This  emphasizes  the  essential 
need  for  continuously  reviewing  and  measuring  the  relative  corporate  tax 
burden  in  Pennsylvania  compared  with  other  states,  as  a guide  to  future  tax 
actions  and  possible  modifications  of  the  proportionate  sharing  of  the  total 
tax  burden  between  direct  corporation  taxes  and  other  forms  of  taxation. 

THE  COMMISSION  RECOMMENDS  that,  as  a general  guide- 
line a proper  balance  between  direct  corporation  taxes 
and  general  taxes  collected  principally  from  individuals 
is  essential  to  expanding  Pennsylvanians  employment  and 
nurturing  its  economic  growth  through  a tax  climate  that 
is  competitive  and  conducive  to  retaining  and  attracting  business 
investment  and  human  skills;  and  that,  while  the  present 
allocation  of  general  fund  tax  burdens  between  these  sources 
(which  is  70  percent  general  taxes  - 30  percent  corporate  taxes) 
appears  reasonable  in  the  context  of  the  combined  state  and 
local  tax  structure,  continuing  studies  he  made  of  the  changing 
state  and  local  tax  structures  of  Pennsylvania  and  other  states 
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with  which  it  normally  competes  economically  to  assure  that 
the  present  allocation  of  tax  burdens  remains  competitive. 

Sources  of  Additional  State  Tax  Revenue 

During  the  early  post-war  years,  the  state  government  in  order  to 
meet  steadily  mounting  demands  made  upon  it  for  increased  revenues  turned 
first  to  increased  rates  of  corporation  taxes.  Since  the  middle-1950 ’ s 
the  state  has  transferred  its  primary  reliance  to  a new  general  sales  tax 
and  to  increased  rates  of  special  excise  taxes.  At  the  present  time,  the 
state's  general  fund  tax  structure  features  as  its  most  productive  revenue 
producers  the  general  "education”  sales  tax,  which  produces  50  percent  of 
the  total  tax  revenue,  and  the  corporate  net  income  tax,  which  currently  yields 
approximately  IT  percent  of  the  total.  Somewhat  less  prominent  in  the 
tax  structure  are  the  general  corporation  property  (capital  stock)  tax 
and  a variety  of  taxes  on  activities  of  special  types  of  corporations; 
also  an  inheritance  tax,  realty  transfer  tax,  and  consumer  taxes  on  special 
commodities.  The  Commission  believes  that  if  state  government  is  going 
to  meet  its  forthcoming  demands  for  increased  revenue  in  an  orderly  and 
effective  manner,  there  should  be  established  a general  policy  and  pattern 
as  to  the  types  of  taxes  which  wi3.1  be  utilized  to  supply  the  major  portion 
of  those  needs.  In  a foregoing  recommendation,  the  Commission  has  recommended 
a general  basis  of  sharing  between  taxes  imposed  on  corporations  exclusively, 
and  other  '’general"  taxes. 

THE  COMSSIOW  RECOMMENDS  that  with  respect  to  the  types 
of  taxes  to  he  utilized  most  heavily  to  meet  its  fore- 
seeable future  General  Fund  revenue  needs,  the  Commonwealth 
rely  primarily  on  taxes  based  upon  income,  both  corporate  and 
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personalj  as  the  sources  most  consistent  with  the  principles 
of  simplicity^  certainty  and  equity^  and  most  likely  to  meet 
increasing  revenue  needs  with  the  minimum  impediment  to  sustained 
economic  growth  in  the  Commonwealth. 

State-Local  Relationship 

Policies  affecting  the  raising  of  revenues  by  the  state  government 
on  the  one  hand,  and  its  local  political  subdivisions  on  the  other,  have 
become  increasingly  interlocked  and  interdependent,  particularly  during  the 
past  two  decades.  Mounting  demands  for  expansion  of  traditional  services 
in  such  fields  as  education,  and  for  the  undertaking  of  new  functions  in 
such  fields  as  urban  redevelopment,  far  exceeded  the  limited  taxing  capa- 
cities of  local  governments.  State  government  became  increasingly  involved 
both  in  broadening  the  taxing  discretion  of  its  local  governments , and  in 
assuming  a growing  share  of  the  responsibility  for  financing  traditional 
local  services.  These  developments  have  emphasized  the  need  for  considering 
the  expenditure  needs  and  tax  resoxirces  of  local  governments  as  well  as  those 
of  the  state  government  in  the  formulation  of  sound  and  practicable  tax 
policies  for  the  future. 

The  Commission  notes  that  in  comparison  with  other  states,  Pennsyl- 
vania in  recent  history  has  acted  in  two  major  ways  to  help  overcome  the 
financial  problems  of  its  local  governments.  First,  it  has  granted  unusual 
discretion  to  its  local  taxing  subdivisions  to  impose  a variety  of  non- 
property taxes  to  supplement  the  traditional  major  real  estate  tax  source 
of  revenue  for  local  government.  Second,  there  has  been  a notable  expansion 
in  both  the  variety  and  amounts  of  state  subsidies  for  education  and  other 
locally-administered  governmental  functions.  The  result  has  been  that  com- 
pared with  other  states  Pennsylvania  ranks  relatively  high  in  its  reliance 
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upon  state-imposed  taxes  to  support  the  combined  demands  for  state  and 
local  services  to  its  citizens. 

Despite  these  factors , it  seems  apparent  that  demands  upon  local 
governments  for  new  and  expanded  services,  particularly  to  overcome  the  crucial 
urban  problems,  will  require  continued  if  not  expanded  financial  support  from 
the  state  government.  It  is  of  critical  importance  that  this  responsibility 
of  the  state  government  be  recognized;  it  is  equally  important  that  state 
assistance  be  rendered  in  such  a way  as  to  preserve  and  strengthen  the  struc- 
ture of  local  government  and  to  maintain  the  essential  roles  of  federal, 
state  and  local  governments  in  o\ir  federal  system. 

THE  COMMISSION  RECOMI'-IENDS  that  as  a general  principle ^ 
the  state  government  intensify  its  examination  of  programs  and 
local  functions  uhich  it  currently  subsidizes  to  assure  that 
available  resources  are  allocated  with  a regard  for  changing 
needs  and  priorities;  and  that  in  the  future  it  be  prepared 
to  accept  a major  share  or  all  of  the  cost  of  new  or  expanded 
programs  which  it  mandates  be  undertaken  by  its  local  sub- 
divisions. At  the  same  time^  the  Commission  recommends  that  the 
Commonwealth  accept  increased  responsibility  for  establishing 
standards,  exerting  sicpervisory  and  advisory  influence  and  other- 
wise taking  positive  steps  to  ensure  that  local  governments  utilize 
fully  and  efficiently  the  tax  resources  available  to  them  before 
state  financial  support  is  provided^  and  that  the  Commonwealth 
assist  them  to  organize  and  operate  in  such  a manner  as  to 
assure  the  maximum  of  local  government  self-reliance. 

Federal  Relationships 

Along  with  the  rest  of  the  nation,  Pennsylvania  state  and  local 
governments  have  been  the  recipients  of  growing  amounts  of  federal  aid 
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funds,  usually  conditioned  upon  supplying  matching  funds  from  state  or 
local  sources  to  finance  new  or  expanded  functions  and  programs.  As  amounts 
of  federal  aid  to  states  have  increased  progressively,  so  have  the  variety 
and  the  complexity  of  programs  which  they  are  designed  to  support.  The 
Commission  did  not  address  itself  to  evaluating  the  basic  concepts  or  admin- 
istrative characteristics  of  the  federal  aid  system  as  a whole,  or  of  the 
individual  programs  of  which  it  is  comprised.  It  does,  however,  express 
its  concern  that  maximum  available  federal  aid  be  utilized  to  help  finance 
those  functions  and  programs  which  the  state  and  its  local  governments 
undertake.  The  Commission  also  notes  that  a number  of  states  have  taken 
steps  to  set  up  special  staff  units  assigned  exclusively  to  accomplishing 
this  purpose  for  their  respective  states. 

THE  COMMISSION  RECOMMENDS  that  st&ps  be  taken,  by 
providing  a special  staff  unit  or  otherwise,  to  follow 
the  course  of  federal-aid  programs  as  they  are  formulated, 
to  see  that  all  appropriate  state  and  local  officials  are 
kept  informed  of  their  provisions , and  to  ensure  that  Penn- 
sylvanians state  and  local  governments  obtain  the  maximum 
advantage  from  federal  aid  programs  in  financing  the  func- 
tions which,  in  the  best  judgment  of  their  governing 
bodies,  they  are  required  to  perform  or  decide  to  undertake. 

Efficient  Use  of  Tax  Dollars 

As  pressures  have  mounted  for  increased  state  revenues  over  the 
past  two  decades , so  have  the  demands  for  greater  efficiency  in  the  con- 
version of  tax  dollars  into  public  services.  These  demands  have  led  to 
nxjmerous  studies  and  efforts  to  improve  the  structure  and  operations  of 
the  Commonwealth's  executive  agencies. 
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The  Commission  believes  that  such  efforts  are  commendable,  and 
must  be  accelerated  and  intensified  as  the  demands  upon  Pennsylvania  tax- 
payers became  even  heavier  in  the  forseeable  future.  Although  the  Commis- 
sion's responsibility  does  not  extend  to  assessing  the  validity  and  propriety 
of  spending  demands,  it  nevertheless  strongly  affirms  that  increased  tax 
burdens  on  Pennsylvania  citizens  can  be  warranted  only  if  it  can  be  demon- 
strated that  every  tax  dollar  is  utilized  with  maximum  effectiveness  and 
efficiency  to  produce  essential  services.  It  also  urges  that  the  maximum 
practicable  use  be  made  of  service  charges  and  fees  to  recover  the  cost  of 
those  products  or  services  provided  for  the  exclusive  benefit  of  clearly 
identifiable  individuals,  groups  or  corporations. 

THE  COMMISSION  RECOMMENDS  that  both  the  executive  and  legis- 
lative branches  of  the  Commonwealth  government  make  intensified 
efforts  to  study  and  effectuate  all  feasible  means  of  improving 
the  productivity  and  efficiency  of  operation  of  the  state 
government;  and  that  charges  be  made  whenever  feasible  for 
services  or  commodities  furnished  individuals  or  groups  de- 
riving special  benefits  therefrom^  to  the  end  that  the  Common- 
wealth's tax  resources  will  be  utilized  to  the  maximum  benefit 
of  all  Fennsylvania  citizens. 
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III.  CORPORATION  TAXES 

The  recommendations  which  the  Commission  makes  pertaining  to 
corporation  taxes  are  in  the  context  of  three  broad  and  general  recommenda- 
tions applying  to  corporation  tax  policy  as  follows : 

1.  That  as  the  Commonwealth's  revenue  structure  is  reorganized 
and  expanded  to  meet  the  needs  of  the  future,  direct  taxes 
on  corporations  be  maintained  at  a level  competitive  with 
other  states  in  order  to  promote  expanded  employment  through 
the  retention  and  attraction  of  business  and  industry. 

2.  That  the  state  system  of  corporation  taxation  be  streamlined, 
clarified,  and  simplified  and  made  as  uniform  as  feasible. 

3.  That  within  the  context  of  both  of  the  foregoing  recommendations 
state  corporation  taxes  be  shifted  to  an  exclusively  income 
basis  to  the  extent  feasible. 

The  Com.'  ission  believes  that  there  are  changes  in  the  present 
corporate  tax  structure  that  would  result  in  greater  equity  in  the  taxa- 
tion of  diffei  nt  types  of  business,  would  adhere  to  the  objectives  stated 
above  and  would  help  produce  a fair  share  of  total  revenue  with  minimum 
impediment  to  economic  growth. 

Capital  Stock  end  Franchise  Taxes 

The  capital  stock  tax  (with  its  companion  franchise  tax  on 
out-of-state  corporations)  is  the  major  property  tax  remaining  in  the  state 
tax  structure.  The  taoc  is  levied  at  the  rate  of  six  mills  (as  increased 
effective  beginning  in  1968)  on  the  value  of  a corporation’s  capital  stock 
as  it  existed  at  the  close  of  the  tax  year,  taking  into  account  the  sale 
price  of  stock,  net  earnings  or  profits,  and  the  value  of  tangible  property 
and  assets  and  of  goodwill  and  franchises. 
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Certain  kinds  of  property  are  exempted  in  arriving  at  this  valuation, 
either  by  constitutional  provisions,  statute  or  public  policy.  Significant 
exemptions  include  tangible  property  located  outside  Pennsylvania,  certain 
kinds  of  investments,  and  that  portion  of  capital  stock  used  in  manufacturing, 
processing  and  development. 

In  addition,  the  courts  have  laid  down  a broad  principle  that  any 
other  factor  which  might  enhance  or  detract  from  a corporation's  value 
should  be  considered  in  the  valuation  of  capital  stock.  Thus,  in  administering 
the  statute,  the  Department  of  Revenue,  the  Board  of  Finance  and  Revenue  and 
the  courts  have  made  it  clear  that  the  factors  contained  in  the  law  do  not 
constitute  a mathematical  formula,  but  rather  that  the  exercise  of  con- 
siderable judgment  is  called  for  on  the  part  of  the  administering  department. 

The  capital  stock  tax  has  often  been  attacked  as  an  outdated  and  no 
longer  desirable  part  of  the  Commonwealth's  tax  system.  As  a property  tax  it 
is  inadequately  based  on  ability  to  pay.  The  standards  for  valuation,  as  con- 
tained in  the  law,  are  generalized  and  vague  and  are  not  implemented  by  any 
departmental  valuation  formulae  or  regulations.  The  tax  thus  is  a negotiated 
tax  with  taxing  policies  inadequately  known  and  potential  tax  liabilities 
difficult  to  anticipate. 

The  Governor's  Commission  on  Tax  Administration,  in  19^5,  stated  its 
belief  that  "the  vagueness  with  regard  to  valuation  is  a key  problem  in  Penn- 
sylvania's industrial  tax  climate,  since  new  businesses  considering  entering 
the  Commonwealth  have  difficulty  in  anticipating  their  tax  burden. " 

The  capital  stock  tax  also  is  defended  for  a number  of  reasons 
that  are  significant.  The  tax  is  a stable  revenue  producer  - even  though 
its  share  of  total  general  fund  revenue  has  become  less  important  (5.1  percent 
in  1967-68  vs.  19.5  percent  in  19^5-^6).  If  the  tax  were  eliminated  in 
favor  of  only  income  taxation,  certain  kinds  of  corporations  would  escape 
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state  corporate  taxation  entirely,  or  nearly  so.  These  would  he  corporations 
most  of  whose  holdings  consist  of  tax  exempt  federal  and  municipal  securities. 
Although  the  potential  shift  in  tax  liability  has  not  been  analyzed  pre- 
cisely, it  has  been  estimated  informally  by  the  Department  of  Revenue  that 
it  might  amount  to  as  much  as  $10  million  annually.  The  negotiated  natiure 
of  the  capital  stock  tax  actually  serves  to  recognize  the  peculiarities  and 
the  problems  of  different  types  of  business  and  thus  to  produce  equity  in 
valuation.  Furthermore,  the  valuation  process  has  become  rather  generally 
understood  in  the  same  terms  by  the  state  administration,  by  tax  practitioners 
and  by  taxpayers  alike  with  the  result  that  there  is  now  very  little 
litigation  over  valuation  problems. 

With  recognition  of  the  pro  and  con  arguments  just  summarized,  the 
Commission  reached  several  conclusions  as  follows: 

1.  The  vague  statutory  valuation  factors  and  the  negotiated 
nature  of  the  tax  are  not  desirable  attributes  of  a trx 
system. 

2.  The  Commission  reiterates  its  preference  for  an  income 
basis  to  the  fullest  extent  possible  in  the  Commonwealth's 
tax  system. 

3.  Any  change  in  or  replacement  for  a tax  still  as  important 
as  the  capital  stock  tax  must  be  approached  cautiously. 

Questions  must  be  answered  concerning  the  effect  on  state 
revenue  yields  and  the  nature  and  extent  of  shifts  in 
individual  corporate  tax  liabilities.  Such  questions 
can  only  be  answered  through  detailed  analysis  of  each 
proposal  by  the  Department  of  Revenue . 

The  Task  Force  on  State  Taxes  - Business  reported  to  the  Commission 
its  close  study  of  the  manner  in  which  Massachusetts,  confronted  with  a similar 
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problem  in  the  property  measure  of  its  corporation  excise  tax  a few  years 
ago,  had  analyzed  the  problem  and  had  arrived  at  a viable  solution.  The  Com- 
mission was  most  impressed  by  the  in-depth  nature  of  the  studies  Massachusetts 
undertook  to  solve  its  problem. 

In  this  connection,  the  Commission  wishes  to  note  that  it  was  afforded 
willing  and  helpful  cooperation  by  the  staffs  of  Pennsylvania's  Department 
of  Revenue  and  Office  of  Administration,  who  supplied  it  with  available 
pertinent  information.  However,  it  is  apparent  that  there  is  an  urgent  need 
for  more  extensive  sources  of  statistical  data  concerning  tax  liabilities 
and  collections..  Specifically  data  files  should  be  provided,  utilizing 
automatic  data  processing  equipment  as  feasible,  which  would  make  it 
possible  to  analyze  taxes  collected  from  various  classifications  of  taxpayers, 
and  to  test  the  impact  of  tax  changes  on  taxpayers  as  individuals  or  in 
selected  categories. 

THE  COMMISSION  RECOMMENDS  that  studies  in  depth  he  made 
by  the  Department  of  Revenue  of  the  problems  and  the  results 
of  shifting  from  the  capital  stock  and  franchise  taxes  to  any 
of  several  alternate  corporation  taxes;  and  that  the  alternatives 
include  (though  not  necessarily  he  limited  to)  the  following : 

1.  A combination  of  the  following: 

a.  A tax  on  book  net  worth  (or  equity)  at  a rate 
to  produce  about  half  the  present  capital  stock 
tax  yie Id^  and 

b.  A CNI  surtax  (with  manufacturing  exemption)  at 
a rate  to  produce  the  balance  of  the  capital 
stock  tax  yield. 
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2.  A tax  patterned  after  that  in  New  York  State  wherein  the 
corporation  pays  the  higher  of  a tax  based  on  income  or 
a tax  based  on  property. 

3.  A tax  patterned  after  the  property  measure  of  the 
Massachusetts  corporation  excise  tax  with  separation 
into  tangible  and  intangible  property  corporations. 

(Note:  The  Commission  has  requested  the  above  studies  of  the 
Governor.  Through  the  Secretaries  of  Administration, 
and  Revenue,  he  has  authorized  that  they  be  made.) 

Manufacturing  Exemption  - Capital  Stock  Tax  - The  so-called  manufacturing 
exemption  under  the  capital  stock  and  franchise  taxes  was  in  effect  from  1885 
to  193^.  It  was  first  suspended  and  then  repealed  dviring  the  late  1930' s.  It 
was  then  reinstated  in  19^3  to  take  effect  at  the  end  of  World  War  II  but  was 
postponed  by  successive  post-war  legislatures  until  it  finally  became  effective 
for  fiscal  years  beginning  on  or  after  January  1,  1958.  This  exemption  excludes 
from  the  valuation  for  tax  purposes  that  portion  of  capital  stock  value  used 
in  manufacturing.  In  I96I  the  exemption  was  extended  to  businesses  that  had 
previously  been  defined  as  processors  and  in  I963  was  further  extended  to 
include  property  used  in  research  and  development. 

The  capital  stock  (and  franchise)  tax  is  a potential  deterrent  to 
the  decision  of  manufactviring  or  research  and  development  industries  to  locate 
in  the  Commonwealth.  It  is  a property  tax  applicable  to  what  is  often  a 
proportionately  heavy  investment  in  plant  and  equipment  and  without  regard 
to  whether  the  business  in  question  is  earning  a profit,  thus,  the 
significance  of  the  manufacturing  exemption. 

Although  the  initial  effect  of  the  manufacturing  exemption  was  to 
reduce  the  yield  from  the  tax,  the  long-run  result  has  been  entirely  benefi- 
cial. This  was  one  of  several  actions  that  have  reduced  the  business  share 
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of  total  state  taxes  over  the  last  10  to  15  years  from  one  of  the  highest 
in  the  land  to  a more  reasonable  and  competitive  position.  The  Pennsylvania 
Economy  League  studies  of  Taxes  Paid  by  Industry,  taking  into  account  the 
manufacturing  exemption,  in  I96I  and  again  in  1965,  have  shown  Pennsylvania 
in  a most  favorable  position  with  other  competitive  industrial  states  with 
regard  to  the  state-local  tax  b\arden  of  manufacturing  industry.  The  absence 
of  capital  stock  tax  liability  was  an  important  part  of  this  computation. 

THE  COMMISSION  RECOMMENDS  that  so  long  as  the  capital 
stock  tax  is  retainedj  the  manufacturing  exemption  he  con- 
tinued in  its  present  form  and  scope. 

Financial  Institutions 

Financial  institutions  are  taxe  by  the  Commonwealth  in  two 
different  ways.  National  and  state  banks,  savings  institutions  having 
capital  stock,  title  insurance  and  trust  companies  are  taxed  at  ten  mills 
(increased  from  eight  mills  in  196?)  per  one  dollar  actual  value  of  shares 
ascertained  by  adding  together  paid-in  capital  stock,  surplus,  and  undivided 
profits.  Mutual  thrift  institutions,  i.e.,  savings  banks  without  capital 
stock,  building  and  loan  associations,  and  federal  and  state  savings  and  loan 
associations  are  taxed  at  7^  percent  (increased  from  6 percent  in  1967)  of 
net  earnings  or  income . 

In  addition  private  banks  are  taxed  at  one  percent  of  gross  receipts, 
but  there  are  only  a few  such  banks  and  the  yield  from  that  tax  is  inconse- 
quential ($8,603  in  1966-67). 

The  above  taxes  are  in  lieu  of  the  corporate  net  income  or  capital 
stock  taxes.  Under  federal  law  (section  5219  of  the  revised  statutes  of 
March  U,  1923  C.  267,^2  statute  lU99  as  amended)  the  legislature  of  each  state 
may  choose  one  of  four  methods  of  taxing  national  banks  and  the  imposition  of 
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such  tax  shall  be  in  lieu  of  all  other  business  taxes.  Prior  to  I96I,  the 
mutual  savings  banks  were  subject  to  a tax  of  three  percent  on  net  earnings. 
Savings  and  loan  associations  were  not  subject  to  any  tax.  In  I96I  the  bank 
shares  tax  was  extended  to  include  all  mutual  savings  institutions,  replacing 
the  earnings  tax  on  mutual  savings  banks. 

This  extension  of  the  shares  tax  to  mutual  savings  institutions  became 
the  subject  of  controversy  and  litigation.  Following  extended  negotiations, 
this  tax  extension  was  replaced  by  the  six  percent  excise  tax  on  net  earnings 
in  I96U  (Act  2 P.L.  15),  but  retroactive  to  the  1962  year.  Net  earnings  are 
determined  according  to  "generally  accepted  principles  of  accounting"  and 
with  amounts  credited  or  paid  as  dividends  or  interest  to  be  included  among 
allowable  deductions. 

The  income  tax  base  described  above  as  used  for  mutual  thrift  insti- 
tutions and  the  income  base  under  the  corporate  net  income  tax  are  different 
in  several  significant  respects.  The  CNI  tax  is  based  on  income  subject  to 
the  federal  income  tax  with  the  subsequent  deduction  of  interest  from  federal 
securities,  which  are  not  considered  directly  taxable  for  state  purposes. 
Interest  from  state  and  municipal  securities  is  already  excluded  from  the 
federal  tax  base  and  state  and  local  taxes  are  deducted. 

The  income  base  for  the  excise  tax  on  mutual  thrift  institutions, 
deteimined  according  to  "generally  accepted  principles  of  accounting'  includes 
interest  from  federal,  state  and  local  governments  on  the  income  side  and 
considers  as  deductible  expense  federal  taxes  paid  as  well  as  state  and  local 
taxes.  The  deductibility  qnder  this  tax  of  dividends  paid  is  also  one  not 
allowed  under  the  CNI.  • 

It  was  reported  to  the  Commission  that  21  states  impose  excise  taxes 
on  bank  income.  Of  these,  nine  states  allow  deduction  from  the  tax  base  of 
the  federal  income  tax  paid,  but  the  other  12  states  do  not  do  so. 
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The  bank  shares  tax  places  the  taxation  of  commercial  banks  on  a 
different  basis  than  that  of  other  financial  institutions  and  other  businesses 
in  the  state,  save  to  the  extent  that  corporations  are  subject  (apart  from 
the  manufacturing  exemption)  to  the  capital  stock  tax.  This  can  lead  to 
separate  and  potentially  discriminatory  treatment  of  commercial  banks  at 
times  when  new  revenues  are  being  sought. 

Although  adequate  data  were  not  available  on  which  to  base  a firm 
determination,  it  appears  that  the  different  taxes  applicable  to  commercial 
banks  and  to  the  mutual  thrift  institutions  may  now  have  resulted  in  some 
inequity  in  taxation.  This  is  illustrated  by  the  information  below  which  • 
relates  taxes  paid  to  assets  for  these  separate  groups. 


Assets 

Penna.  Tax 

% Tax  of  Assets 

($000) 

($000) 

($000) 

State  and  National  Banks 

$24,500,000  /a 

$16,499  /c 

. 067f» 

Mutual  Savings  Banks 

3,600,000 

750 

.021^ 

State  and  Federal  Savings 

&Loan  6,209,323 

1,896  /d  . 

.031^ 

a.  Per  Pennsylvania  Bankers  Association  Less  assets  of 


mutual  savings  banks. 

b.  Per  Pennsylvania  Savings  and  Loan  League 

c.  Pennsylvania  General  Fund  Budget  - Actual  for  1965-66 

d.  Pennsylvania  General  Fund  Budget  less  estimate  for 
mutual  savings  banks. 

The  task  force  believes  that,  in  accordance  with  its  earlier  general 
recommendations  for  making  the  state  business  tax  struct\ire  more  simple,  stream- 
lined equitable,  the  taxation  of  all  financial  institutions  should 

be  on  an  income  basis,  and  that  consistency  of  tax  base  should  be  sought  between 
financial  institutions  and  corporations  generally. 
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THE  COMMISSION  RECOMMEI'IDS  t?zat  the  taxation  of  aommeroial 
banks  and  mutual  thrift  institutions  be  placed  on  a uniform  and 
equal  basis  and  on  as  comparable  a basis  as  possible  with 
the  income  taxation  of  other  corporations.  The  differences 
among  financial  institutions  and  between  them  and  other 
corporations  make  it  difficult  to  accomplish  this  step 
immediately  and  the  following  steps  are  suggested: 

1.  Replace  the  shares  tax  on  commercial  banks  and  title 
insurance  companies  with  an  excise  tax  using  the  same 
income  base  and  rate  as  is  applied  to  mutual  thrift 
institutions. 

2.  As  a future  step,  restore  to  the  income  base  the 
federal  income  tax  paid.  This  is  not  allowed 
corporations  generally . 

Insurance  Companies 

Insurance  companies  in  Pennsylvania  are  subject  to  any  one 
or  a combination  of  the  corporate  net  income,  capital  stock,  or  gross 
premiums  taxes.  The  gross  premiums  tax  is  levied  at  a rate  of  two  percent 
of  premiums  written  in  the  state.  The  application  of  these  taxes  to  the  various 
types  of  insurance  companies  is  extremely  varied  and  complex,  as  is  illus- 
trated in  the  table  pn  the  following  page. 

At  the  one  extreme,  domestic  stock  life  insurance  companies  are 
subject  to  all  three  taxes.  At  the  other  extreme,  domestic  mutual  fire  and 
casualty  companies  pay  none  of  the  taxes.  All  out-of-state  companies  pay 
the  premiums  tax  but  no  other.  Among  the  remaining  domestic  companies,  the 
picture  is  varied  to  say  the  least. 

The  greatest  tax  burden  is  borne  by  the  domestic  stock  life  companies 
who  pay  both  of  the  general  corporation  taxes  plus  the  gross  premiums  tax. 
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COMMONWEALTH  OF  PENNSYLVANIA 
INSURANCE  COMPAPJY  TAXES 

Corp . Net 
Income  (3) 


Fire  and  Marine  Ins . Cos  - Stock  T 
Fire  and  Marine  Ins . Cos . - Mutual  E 
Hospital  Corporation  (Non-Profit)  E 
Life  Insurance  Companies  - Stock  T 
Life  Insurance  Companies  - Mutual  E 


Limited  Life  Insurance  Companies  - Stock  E 
Limited  Life  Insurance  Companies  - Mutual  E 
Reciprocals  or  Inter -Insurance  Exchanges  E 


Title  Insurance  Companies  E 

Fraternal  Beneficial  Societies  E 

Casualty  Insurance  Companies  --Stock  T 

Casualty  Insvirance  Companies  - Mutual  E 

Employers  Mutual  Liability  Insurance 
Associations  E 

Medical  and  Osteopathic  and  Dental 

Service  Corporation  (Non-Profit)  E 

Foreign  Life,  Fire  and  Casualty 

Companies  - Stock  and  Mutual  E 


Capital  Gross 
Stock  PremiTjm 


T E (1) 

E E (1) 

E E 


T T 

E T 

T T 

E T 

E E 

T(U)  E 

E E 


T E 

E E 


E E 


E E 


E T(2) 


1.  In  lieu  of  Gross  Premium  tax,  average  three  year  marine  underwriting 
profits  attributable  to  premiums  written  in  Pennsylvania  are  subject 
■to  tax  ai 


2.  All  taxes  paid  by  foreign  fire  and  casualty  companies  used  for  fire- 
men's pension  purposes. 

3.  Premiums  substituted  for  sales  in  allocation  formula. 

U.  Ten  mills  - same  as  bpnk  shares  tax. 
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This  puts  them  at  a competitive  disadvantage  with  foreign  life  companies  and 
also  with  domestic  mutual  casualty  companies  when  both  are  writing  accident 
and  health  insurance. 

All  domestic  stock  companies  are  subject  to  the  capital  stock  tax 
and  in  1965-66  their  payments  amounted  to  $U.6  million  - about  ten  percent 
of  the  total  capital  stock  tax  yield  that  year.  Their  corporate  net  income 
tax  payment  was  less  significant  - $286,500.  It  appears  that  a large-part 
of  the  relative  burden  of  the  capital  stock  tax  resulted  largely  from 
the  allocation  formula  wherein  all  intangibles  were  allocated  to  Pennsylvania. 

A large  portion  of  the  assets  of  insurance  companies,  of  necessity,  consists 
of  securities.  One  company  has  reported  that  enactment  of  the  option  to 
use  the  franchise  tax  allocation  formula  (enacted  in  October  1967?  effective 
January  1,  1968)  would  reduce  its  capital  stock  tax  liability  by  about 
two-thirds . 

The  gross  premiioms  tax  is  the  one  most  widely  applied  by  states  to 
the  insurance  industry.  The  average  tax  rate  is  reported  to  be  fairly  close 
to  two  percent  although  it  may  be  as  high  as  four  percent.  The  tax  has  the 
advantage  of  being  simple,  easy  to  administer,  and  a steady  revenue  producer. 
Between  1955-56  and  1966-67,  the  yield  in  Pennsylvania  increased  by  ^5  percent 
at  a time  when  total  direct  business  taxes  were  increasing  by  62  percent. 

A disadvantage  of  this  tax  is  that  it  must  be  paid  whether  a company 
makes  money  or  not.  It  is  estimated  by  the  insurance  industry  that  a two  per- 
cent premiums  tax  is  equivalent  to  about  one-half  the  federal  income  tax  {h8 
percent)  ~ or  about  2U  percent  of  taxable  income  - over  three  times  the  CNI  rate. 

A feature  peculiar  to  the  taxation  of  the  insurance  industry  is  that 
of  retailiation  among  states.  The  effect  of  such  laws  is  that  if  the  tax  law 
of  State  A applicable  to  companies  of  other  states  is  higher  than  that  of  State 
B applicable  to  foreign  companies,  the  State  A rate  will  be  applied  by  State  B 
to  companies  domiciled  in  State  A.  The  retaliatory  feat\rre  is  illustrated 
by  Sect.  212  of  Pennsylvania's  Insurance  Department  Act  of  1921. 
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"If  any  other  state  imposes  any  hurdens  or  prohibitions  on 
insurance  companies , or  agents  of  this  state  doing  business 
in  such  other  state,  vhich  are  in  addition  to,  or  in  excess 
of,  the  burdens  or  prohibitions  imposed  by  this  Commonwealth 
on  insurance  companies  and  agents,  like  burdens  and  pro- 
hibitions shall  be  imposed  cn  all  insurance  companies  and 
agents  of  such  other  state  doing  business  in  this  Common- 
wealth, so  long  as  the  burdens  and  prohibitions  of  such 
other  state  remain  in  force.' 

Although  the  retaliatory  feature  discourages  states  from  imposing 
higher  taxes  on  out-of-state  insurance  companies,  many  states  grant  more 
favored  treatment  to  domestic  companies.  It  was  reported  to  the  task  force 
that  13  states  exempt  domestic  companies  entirely  and  another  l6  give  them  a 
lower  rate.  This  is  practiced  partially  in  Pennsylvania  with  the  exemption 
from  the  premiums  tax  of  the  domestic  mutual  fire  and  casualty  companies.  The 
preferential  treatment  included  the  life  insurance  companies  until  I96I  (ex- 
cept in  195I-52  when  all  domestic  companies  were  taxed)  when  the  premiums 
tax  was  extended  to  domestic  life  companies. 

The  preference  of  the  Commission  for  an  income  tax  policy  applicable 
to  all  business  has  been  stated  several  times  thus  far.  The  Commission  gave 
serious  consideration  to  this  policy  with  regard  to  insurance  taxation.  How- 
ever, this  seems  too  difficult  to  accomplish  at  this  time.  The  Federal  income 
base  is  complex  and  difficult  to  determine.  If  the  states  generally  tried 
to  move  to  an  income  basis,  it  is  likely  that  there  would  be  50  different 
versions  of  income  taxes.  At  that  point,  the  operation  of  the  retaliatory 
feature  peculiar  to  insurance  taxation  would  be  impossible  to  cope  with.  It 
is  pertinent,  furthermore,  to  point  out  that  the  determination  of  taxable 
income  is  more  difficult  for  a mutual  company  and  mutuals  are  particularly 
large  in  the  insurance  industry. 

The  Commission  believes  it  is  imperative,  however,  that  the  taxa- 
tion of  all  insurance  companies  be  placed  on  a uniform  basis  - life,  casualty. 
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fire,  stock,  mutual,  domestic,  foreign.  It  can  find  no  justification  for 
discrimination  in  tax  treatment  between  domestic  and  foreign  companies,  nor 
between  stock-holder-owned  and  mutual  companies.  Nor  does  it  find  justifiable 
the  imposition  of  both  the  premiums  tax  and  general  corporation  taxes 
on  certain  companies . 

THE  COMMISSION  REC0r4MENDS  that  the  two  -pevcent  tax  on 
gross  premiums  be  imposed  on  all  insurance  companies^  whether 
foreign  or  domestic^  stock  or  mutual  (hut  excluding  non-profit 
hospital  or  medical  and  dental  corporations) ; that  this  tax 
he  in  lieu  of  all  other  state  corporate  taxes ^ including  the 
corporate  net  income  and  the  capital  stock  taxes. 

Public  Utility  Taxation 

The  combined  state  and  local  taxation  of  public  utilities  does 
not  correspond  to  the  taxation  of  other  forms  of  business  in  the  Common- 
wealth. Utilities  are  taxed  less  heavily  by  local  governments  than  are 
other  businesses  but  are  taxed  more  heavily  by  the  state  government. 

The  operating  property  of  public  utilities  has  been  exempt  from 
local  real  estate  taxes,  not  by  the  constitution,  but  on  the  basis  of  a 
long  series  of  court  decisions  beginning  early  in  the  last  century  under 
an  earlier  constitution  and  occurring  as  recently  as  I963.  Following  the 
adoption  of  the  l87^  Constitution  with  its  listing  of  permissible  categories 
of  exemptions,  the  courts,  in  a series  of  cases  in  the  l870’s  and  l880's, 
held  that  exemptions  already  in  effect  did  not  need  to  comply  with  the  new 
requirements  which  were  held  to  refer  cnly  to  future  legislation.  Therefore, 
previous  exemptions  remained  in  full  force  and  effect  without  additional 
legislation  until  altered  or  repealed  by  the  legislature. 


U i ^ 


..-S'- 


■vcv 


0?\ 


\ 

i 


I 


I 


iv- 


( 


"l' ; ; 


;.r 


j-CJ 


■'S 

. .'I 


t] 


30  - 


This  is  the  basis  for  the  exemption  from  local  taxation  of  the 
property  used  and  necessary  in  furnishing  the  services  of  privately  owned 
quasi-public  service  corporations  such  as  railroads  or  telephone,  electric 
or  gas  companies,  etc..  An  exception  to  the  exemption,  under  special  legis- 
lation, has  been  the  taxation  of  certain  railroad  operating  property  in 
Philadelphia  and  Pittsburgh.  The  so-called  "non-operating”  real  estate  of 
utilities  is  subject  to  assessment  and  taxation  in  the  same  manner  as  other 
real  estate. 

The  1967-68  Constitutional  Convention,  in  action  ratified  by  the 
voters,  set  forth  for  the  first  time  specific  provisions  for  taxation 
of  utilities  and,  in  so  doing,  somewhat  changed  the  ground  rules.  The  new 
Section  U of  Article  VIII  is  set  forth  below; 

"Public  Utilities 

Section  h.  The  real  property  of  public  utilities  is  subject  to 
real  estate  taxes  imposed  by  local  taxing  authorities.  Payment  to  the 
Commonwealth  of  gross  receipts  taxes  or  other  special  taxes  in  replacement 
of  gross  receipts  taxes  by  a public  utility  and  the  distribution  by  the 
Commonwealth  to  the  local  taxing  authorities  of  the  amount  as  herein  provided 
shall,  however,  be  in  lieu  of  local  taxes  upon  its  real  property  which  is 
used  or  useful  in  furnishing  its  public  utility  service.  The  amount  raised 
annually  by  such  gross  receipts  or  other  special  taxes  shall  not  be  less  than 
the  gross  amount  of  real  estate  taxes  which  the  local  taxing  authorities  could 
have  imposed  upon  such  real  property  but  for  the  exemption  herein  provided. 

This  gross  amount  shall  be  determined  in  the  manner  provided  by  law.  An 
amount  equivalent  to  such  real  estate  taxes  shall  be  distributed  annually 
among  all  local  taxing  authorities  in  the  proportion  which  the  total  tax 
receipts  of  each  local  taxing  authority  bear  to  the  total  tax  receipts  of 
all  local  taxing  authorities,  or  in  such  other  equitable  proportions  as  may 
be  provided  by  law. 

Notwithstanding  the  provisions  of  this  section,  any  law  which 
presently  subjects  real  property  of  public  utilities  to  local  real 
estate  taxation  by  local  taxing  authorities  shall  remain  in  full 
force  and  effect." 

Most  significantly,  all  utility  property  now  is  made  subject  to 
local  real  estate  taxes.  Operating  property,  then,  is  exempted  only  if 
the  utility  pays  a gross  receipts  tax  to  the  Commonwealth  or  another  special 
tax  in  lieu  thereof  and  if  such  tax  is  allocated  back  to  local  taxing  authorities 
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in  sufficient  amounts  to  compensate  for  the  local  tax  exemption.  This  provi- 
sion must  be  implemented  legislatively  not  later  than  July  1,  1970. 

Utilities  pay  more  taxes  to  the  state  government  than  do  other  forms 
of  business.  All  types  of  regulated  public  utilities  pay  the  state  corporate 
net  income  tax  and  capital  stock  (or  franchise)  tax  borne  by  other  business 
corporations.  (This  :s  apart  from  the  separate  tax  status  of  banks  and 
insurance  companies,  already  discussed.)  In  addition,  most  of  the  larger 
types  of  regulated  utilities  (electric,  gas,  railroad  and  telephone),  plus 
some  lesser  types  (e.g.,  oil  pipelines  and  express  companies),  pay  a state 
utility  gross  receipts  tax  which  was  at  a rate  of  l4  mills  until  it  was 
increased  to  20  mills  in  1967= 

The  payment  of  an  extra  tax  may  or  may  not  indicate  a significantly, 
heavier  tax  burden  for  a class  of  business.  Therefore,  the  Task  Force  on 
State  and  Local  Taxation  of  Public  Utilities  studied  1966  data  for  eight 
major  classes  of  corporations,  compiled  by  the  Department  of  Revenue,  measuring 
state  corporate  tax  burdens  as  a percent  of  pre-tax  income.  This  showed 
utilities  in  the  aggregate  paying  $12  in  taxes  on  every  $100  of  pre-tax 
income  compared  to  $6.70  average  for  the  seven  non-utility  classes  of 
business . 

It  was  recognized  that  manufacturing  corporations  would  have  a rela- 
tively lower  tax  obligation  (resulting  from  the  manufacturing  exemption  under 
the  ccpital  stock  tax)  due  to  established  Commonwealth  policy  designed  to  pro- 
mote industrial  development.  However,  the  remaining  six  non-utility,  non- 
manufacturing classes  of  business  showed  an  average  tax  obligation  of  $7=70  per 
$100  of  income  compared  with  the  utilities*  $12.00 

The  evidence,  therefore,  is  that  the  gross  receipts  tax  for  utilities 
is  superimposed  upon  what  other  wise  would  be  a state  tax  burden  consistent 
with  that  borne  by  other  business  corporations. 
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It  is  sometimes  stated  that  the  tax  should  represent  payment  by 
utilities  for  the  privilege  of  having  a monopoly  not  enjoyed  by  other 
businesses.  The  Commission,  however,  believes  this  is  not  a valid  conclusion 
for  two  reasons: 

First  5 much  of  the  freedom  from  competition  which  formerly  existed 
in  the  utility  field  has  eroded  away.  Urban  mass  transit  has  all  but  lost 
the  battle  to  the  automobile.  Railroads  have  lost  freight  business  to  truckers 
and  passenger  business  to  buses,  airlines  and  automobiles.  Electric,  gas 
and  steam  heating  utilities  compete  vigorously  both  among  themselves  and 
with  oil  companies  for  the  consumer's  heating  dollar. 

Second,  whatever  advantage  accrues  to  utilities  from  state-conferred 
monopoly  is  counterbalanced  by  the  disadvantage  of  state-imposed  regulation 
which  places  a ceiling  (but  no  floor)  upon  their  earnings  and  controls  upon 
the  quality  and  quantity  of  their  product. 

The  Commission  believes,  therefore,  that  there  is  no  justification 
for  state  taxation  of  utilities  at  a level  higher  than  that  applicable  to 
incorporated  businesses  generally  - taking  into  account  the  new  allocation 
of  gross  receipts  tax  collections  to  compensate  for  local  realty  tax 
exemptions.  VJith  respect  to  the  allocation,  the  Commission  recognizes  that 
the  location  of  utility  facilities  within  local  jurisdictions  results  in 
some  increase  in  governmental  services  and  in  concurrent  costs.  An 
allocation  formula  so  structured  as  to  take  this  factor  into  account  would 
encourage  communities  to  assent  to  such  location.  However,  the  Commission 
has  no  specific  recommendation. 
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THE  COMMISSION  RECOI'^MENDS: 

1.  That,  as  a guiding  principle,  public  utilities  be 
subject  to  state  taxes  which  will  impose  on  them  a 
burden  comparable  to  that  imposed  upon  other  Pennsyl-^ 
vania  incorporated  business  enterprises  at  the  com- 
bined state  and  local  levels. 

2.  That  the  present  state  gross  receipts  tax  on  utilities 

be  extended  to  apply  to  gross  receipts  from  sales  of  service 
(other  than  for  resale)  of  regulated  water  and  steam  heat 
uti lities. 

3.  That  the  recent  constitutional  amendment  providing  for 
distribution  to  local  taxing  bodies  of  gross  receipts 
tax  proceeds  in  lieu  of  local,  taxation  of  previously 
exempt  public  utility  property  be  implemented  by: 

a.  Continuing  the  state-collected  gross  receipts 
tax  at  the  present  rate  of  20  mills  or  at  such 
higher  rate  as  may  be  required  to  equal  the 
aggregate  gross  total  of  local  real  property 
tax  revenues  that  would  be  produced  if  all 
utility  operating  realty  used  or  useful  in  fur- 
nishing public  utility  services  were  subject 

to  local  taxation, 

b.  Distributing  the  amount  of  the  gross  receipts  tax 
determined  as  above  among  local  taxing  bodies  primarily 
in  the  proportion  that  the  total  annual  tax 

receipts  of  each  bears  to  the  total  annual  tax 
receipts  of  all  local  taxing  bodies. 
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^hat  the  tax  losses  to  the  Commonwealth  resulting  from 
diversion  of  gross  receipts  tax  revenues  to  local  govern- 
ments he  compensated  by  higher  taxes  upon  corporations 
generally y namely  the  net  iyicome  taxes  on  general  corpora- 
tions and  the  proposed  income  taxes  on  financial  institu- 
tions^ rather  than  hy  higher  tax  rates  upon  utility  gross 
receipts. 

Elimination  of  Nuisance  Taxes 

The  Commission  "believes  that  the  corporate  loans  tax  and  the  domesti 
and  foreign  corporation  excise  taxes  are  nuisance  taxes. 

The  corporate  loans  tax  (P.L.  507  of  1913  as  amended)  applies,  gen- 
erally speaking,  to  the  indebtedness  of  Pennsylvania  corporations  which  is 
owned  by  individual  residents  of  Pennsylvania,  provided  interest  is  paid 
thereon.  It  also  applies  to  the  indebtedness  of  a foreign  corporation  doing 
business  in  Pennsylvania  and  having  a treasiorer  resident  in  Pennsylvania, 
under  the  above  circiomstances . The  tax  in  fiscal  1968  yielded  $2.0  million. 

The  treasurer  of  the  corporation  issuing  the  indebtedness  must 
ascertain  whether  any  owners  are  individual  residents  of  Pennsylvania  and, 
if  so,  the  corporation  must  withold  the  loans  tax  when  paying  the  interest- 
This  administrative  duty  vested  in  the  corporation  is  considered  to  be  both 
costly  and  time-consuming  and,  together  with  the  insignificant  yield  from 
the  tax,  gives  rise  to  the  "nuisance"  designation.' 

It  should  be  noted  that  elimination  of  the  tax  would  have  the  effect 
of  making  some  of  the  securities  subject  to  the  county  (plus  Pittsburgh 
and  Philadelphia)  personal  property  tax. 
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The  domestic  excise  tax  (P.L.  56U  of  1953)  is  imposed  at  a rate 
of  one-fifth  of  one  percent  on  the  amount  of  authorized  "stated  capital"  of 
Pennsylvania  corporations  and  on  any  increase  thereof.  In  general  "stated 
capital"  is  the  par  value  of  authorized  capital  stock  or  the  consideration 
received  for  the  sale  of  no-par  value  stock.  The  yield  in  I967-68  was  $1.3 
million. 

The  foreign  corporation  excise  tax  (P.L.  I50  of  1901)  is  imposed 
at  a rate  of  one-third  of  one  percent  on  capital  actually  employed  in  Penn- 
sylvania by  a foreign  corporation  and  on  any  increase  thereof.  Capital  is 
construed  to  be  tangible  property.  The  yield  in  I967-68  was  $3-6  million* 

Both  taxes  were  changed  from  bonuses  in  1953  in  order  to  qualify  for  federal* 
tax  dec’i'cticn. 

In  some  states,  taxes  similar  to  the  domestic  excise  tax  have  the 
purpose  of  covering  the  costs  of  administration  of  incorporation  or  charter 
change  proceedings.  The  foreign  excise  tax,  however,  is  regarded  by  some 
foreign  corporations  as  a penalty  on  their  willingness  to  enter  business  or 
expand  in  Pennsylvania.  The  small  yield  from  the  excise  taxes  places  them 
also  in  the  nuisonce  category.  Furthermore,  being  "one-shot"  taxes,  their 
impact  on  the  individual  corporation  may  be  sufficient  to  discourage  industrial 
expansion  by  imposing  an  additonal  tax  every  time  such  expansion  takes  place. 

THE  COMMISSION  RECOMMENDS  that  the  corporate  loans  tax 
and  the  excise  taxes  on  both  domestic  and  foreign  corporations 
be  eliminated.  (Note:  Elimination  of  these  taxes  was  recom- 
mended previously  by  the  Tax  Policy  Advisory  Committee  in 
1956). 

Investment  Incentives 

The  practice  has  arisen  in  both  federal  and  state  taxation  of 
encours '_;:.:ag  ce/':"\n  kinds  of  expenditur  es  by  business  through  the  device 
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of  reducing  the  corporate  tax  liability  in  some  manner  that  will  offset  a 
portion  of  the  expenditxrres . The  purpose  may  be  to  stimulate  investment  in 
new  plant  and  equipment.  It  may  be  to  encourage  spending  for  socially  desirable 
purposes  such  as  air  and  water  pollution  control  devices  or  contributions 
to  higher  education. 

One  method  of  providing  such  incentives  is  to  reduce  the  teix  base 
in  an  amount  equal  to  all  or  part  of  the  expenditure,  or  in  an  amount  repre- 
senting annual  depreciation  on  the  new  plant  and  equipment.  Another  way  is 
to  provide  a direct  tax  credit  equal  to  part  of  the  expenditure,  spread  over 
an  appropriate  period  of  time. 

In  reviewing  practices  in  Pennsylvania  and  ten  competing  states,  it 
is  found  that  all  those  with  income  taxes  allow  the  federal  guideline  lives 
on  depreciation,  and  that  most  also  allow  the  federal  accelerated  depreciation. 

Since  1963 9 Pennsylvania  has  allowed  an  added  50  percent  depreciation 
deduction  beyond  the  federal  guidelines.  A number  of  states  allow  invest- 
ments in  air  and  water  pollution  control  equipment  to  be  excluded  from  the 
tax  base.  Bills  under  consideration  in  the  I967-68  Pennsylvania  General 
Assembly  would  have  provided  a direct  tax  credit,  under  the  corporate  net 
income  tax,  of  50  percent  of  the  cost  of  approved  air  and  water  pollution 
control  facilities  at  an  annual  rate  of  five  percent. 

Act  292  of  1967  as  amended  by  Act  231  of  1968  provides  a direct  tax 
credit  for  businesses  engaging  in  activities  providing  neighborhood  assistance, 
job  training,  community  service  or  crime  prevention  in  impoverished  areas. 

The  credit  is  against  the  CNI  tax  or  taxes  on  financial  institutions,  equal 
to  50  percent  of  the  amount  invested  annually.  This  is  subject  to  a limit 
of  $1759000  annually  per  taxpayer,  and  to  a statewide  maximum  of  $1  3/^  million 
the  first  year,  increasing  to  an  eventual  annual  maximum  of  $8  3/U  million. 
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It  was  reported  to  the  Task  Force  on  State  Taxes  - Business  that 
the  50  percent  added  depreciation  deduction  enacted  in  I963  has  proven  to 
he  an  irritant  rather  than  an  incentive  and  of  very  limited  tax  advantage 
to  corporations.  This  is  because  the  statute  is  vague  in  its  wording  and 
has  been  administered  in  a restrictive  fashion.  Lack  of  incentive  is  also 
due  to  the  low  rate  (7  percent)  of  the  corporate  net  income  tax  (as  compared 
with  the  federal  tax  of  18  percent)  and  thus  the  insignificant  amount  of  any 
tax  reduction. 

Conversations  with  federal  officials  have  revealed  that  they  ques- 
tion the  desirability  of  tax  credits  (or  other  tax  incentives)  to  achieve 
socially  desirable  objectives.  Stanley  S.  Surrey,  Assistant  Secretary  of 
the  Treasury,  had  this  to  say  in  a I966  address: 

"...tax  credits  are  sought  for  college  education,  anti  pollution 
machinery,  manpower  training,,  underground  transmission  lines, 
state  income  taxes,  and  a variety  of  other  objectives.  Their 
sponsors  never  seek  to  test  the  link  between  the  tax  credit  and  the 
objective,  but  rely  instead  on  the  appeal  of  tax  credits  and  the  social 
worth  of  the  objectives.  Yet  that  link  nearly  always  will  not  stand 
the  application  of  a rigorous  cost  effectiveness  analysis,  and  it 
will  generally  be  found  that  the  tax  credit  is  wasteful  and  inefficient 
when  compared  with  equal  or  fewer  dollars  spent  through  a direct 
expenditure  or  other  non-tax  program.  The  tax  benefits  will  be  mis- 
directed by  going  to  taxpayers  who  do  not  need  them  and  by 
being  withheld  from  those  whose  low  incomes  or  losses  keep  them  from 
being  taxpayers  at  all  and  hence  able  to  profit  from  the  credits . "1/ 


1/  The  James  McCormick  Mitchell  lecture  at  the  School  of  Law,  State  University 
of  New  York  at  Buffalo,  April  21,  I966. 
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THE  COMMISSION  RECOMMENDS: 

1.  That  tax  incentives  to  encourage  business  investment 
should  be  used  sparingly,  should  be  so  designed  as 
to  afford  a significant  tax  advantage  to  industry 
when  applied^  and  should  be  adopted  with  a full  con- 
sciousness of  the  effect  on  the  state  's  revenue  struc- 
ture and  on  eoxisting  competing  plants  in  Pennsylvania. 

2.  That  any  tax  incentive  for  investment  in  new  plant  and 
equipment  be  provided  in  the  form  of  a direct  investment 
credit  against  tax  liability  rather  than  a deductinon 
from  the  tax  base  as  in  the  1963 

S.  That  where  some  form  of  incentive  to  business  is  deemed 
necessary  in  order  to  achieve  socially  desirable  obfec- 
tives^  a direct  subsidy  should  be  provided  rather  than 
inserting  complicating  factors  in  the  tax  structure. 
However,,  if  the  method  is  to  be  a tax  incentive^  a tax 
credit  is  preferable  to  a modification  of  the  tax  base^ 

4.  That  care  be  taken  in  the  enactment  and  administration 
of  any  system  oj  tax  incentives  to  ensure  that  corpora- 
tions already  doing  business  in  the  Commonwealth  are  not 
put  at  a competitive  disadvantage. 

Sources  of  Increased  Revenue 

At  the  heginning  of  this  chunter  there  was  stated  a general  policy 
recommendation  of  the  Commission  that  "state  corporation  taxes  be  shifted  to 
an  income  basis  to  the  extent  feasible."  Adherence  to  this  general  recommen- 
dation and  to  the  specific  recommendations  in  this  chapter  would  call  for 
reliance  on  the  CNI  tax  and  on  income  taxes  on  financial  institutions  for 


any  increases  required  to  maintain  a fair  corporate  tax  share  as  discussed 
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earlier . 

The  Commission  helieves  that  any  rate  change  in  the  capital  stock 
tax  - as  a property  tax  - vould  be  inappropriate,  particularly  when  al- 
ternatives to  that  tax  are  under  consideration.  It  notes  that  the  insurance 
premiums  tax,  although  ,on  a measure  of  gross  income,  already  is  equal  to 
a much  higher  percentage  of  net  income  than  is  the  CNI  tax. 

The  rates  of  the  CNI  and  financial  institution  income  taxes , in 
addition  to  raising  new  revenue,  would  also  have  to  compensate  for  revenue 
loss  resulting  from  elimination  of  the  corporate  loans  and  the  corporation 
excise  taxes,  previously  recommended,  and  the  allocation  of  a portion  of  the 
utilities  gross  receipts  tax  back  to  local  governments,  discussed  earlier 
in  this  chapter. 

It  is  important  to  reiterate  here  the  belief  of  the  Commission  that 
there  must  be  continuing  study  of  corporate  tax  burdens  in  Pennsylvania  and 
other  states  in  order  that  any  particular  corporate  tax  share  of  general  fund 
tax  revenues  not  jeopardize  Pennsylvania's  competitive  business  position. 
Taxation  of  Interstate  Business 

In  Pennsylvania  as  in  most  states , interstate  corporations  pay  the 
major  share  of  general  corporation  taxes. 

In  1959  in  a landmark  decision  (Northwestern  States  Portland  Cement 
Co.  V Minnesota,  358  U.S.  U50  (1959)?  the  Supreme  Court  extended  the  juris- 
diction of  a state  to  impose  an  income  tax  on  an  out-of-state  corporation.  A 
strong  dissenting  opinion  by  Mr.  Justice  Frankfurter  urged  the  Congress  to 
set  standards  under  its  power  to  regulate  interstate  commerce. 

As  the  result  of  this  decision  and  pressure  on  behalf  particularly 
of  small  interstate  business,  the  Congress  was  moved  to  exercise  its  consti- 


tutional authority  to  regulate  interstate  commerce  and,  as  a temporary  measure. 
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enacted  Public  Law  86-272.  This  law  established  minimum  jurisdictional  stan- 
dards and  charged  the  Committee  on  the  Judiciary  of  the  House  of  Representa- 
tives with  the  responsibility  of  proposing  permanent  legislation.  Thereafter, 
that  Committee  made  an  exhaustive  study  over  a four  year  period  which,  in 
addition  to  the  need  for  jurisdictional  legislation,  disclosed  the  inequities 
and  needless  compliance  costs  resulting  from  the  lack  of  uniformity  of 
tax  rules  among  the  states. 

For  many  years  the  states  have  recognized  the  need  for  uniformity 
and  have  sponsored  a suggested  uniform  law.  The  effort  to  have  that  law 
enacted  on  a universal  basis  has  not  met  with  notable  success,  principally 
because  some  states  wish  to  deviate  from  the  uniform  law. 

Since  the  Congress  has  proposed  legislation,  state  tax  administra- 
tors have  intensified  their  efforts  to  have  the  uniform  apportionment  of 
income  law  adopted  in  the  several  states,  but  still  with  only  limited  success. 
With  the  acknowledged  purpose  of  forestalling  federal  legislation,  the  Council 
of  State  Governments  has  sponsored  and  advocated  adoption  of  a multistate 
tax  compact  incorporating  uniform  rules.  A multi-state  compact  requires 
Congressional  authorization  but  would,  it  is  believed  by  its  proponents,  pre- 
clude the  need  for  specific  regulatoiy  federal  legislation.  As  of  October,  1968, 
15  states  have  joined  the  Compact  and  an  additional  12  states,  including  Penn- 
sylvania, have  become  associate  members. 

The  Commission  believes  that  the  proposed  multi-state  compact  now 
being  initiated  and  the  proposed  uniform  allocation  of  income  for  tax  purposes 
act  being  recommended  for  adoption  by  the  states,  both  of  which  are  forms 
of  voluntary  state  action,  are  not  exclusive  solutions  for  the  problems 
of  taxation  of  multi-slate  corporations.  It  believes  that  such  cooperation 
is  necessary  and  commendable,  but  that  such  an  interstate  compact  to  be 
effective  should  operate  under  the  guidance  of  general  uniform  principles 
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and  standards  of  interstate  taxation  established  by  Congress. 

THE  COMMISSION  RECOMMENDS  that  Pennsylvania  take 
the  lead  in  seeking  cooiperation  among  the  states  to  adopt 
uniform  laws  defining  jurisdiction  and  governing  alloca- 
tion of  corporate  income  for  tax  purposes  and,  in  consul- 
tation with  the  business  community,  to  develop  recommended 
uniform  guidelines  to  he  enacted  by  Congress  and  implemented 
through  the  Interstate  Compact. 
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IV . GENERAL  TAXES 

The  second  general  category  of  state  tax  sources,  along  vith 
"corporation”  taxes  levied  exclusively  on  .incorporated  enterprises,  is 
the  group  termed  as  "general”  taxes.  As  used  herein,  these  are  the  taxes 
imposed  principally  upon  individual  taxpayers , although  substantial  amounts 
of  some  (such  as  general  sales  and  realty  transfer  taxes)  are  oaid  also  by 
business  enterprises.  The  major  sources  of  "general"  taxes  include  personal 
income  taxes;  general  sales  taxes;  special  excise  taxes  on  alcoholic  bever- 
ages, tobacco,  motor  fuel  and  other  specified  products;  inheritance  taxes;  and 
taxes  on  ownership  or  transfer  of  real  or  personal  property. 


General  Tax  Guidelines 

In  evaluating  the  relative  desirability  of  a wide  array  of  "general'’ 
taxes  used  in  Pennsylvania  and  other  states , the  Commission  emploved  a number 
of  criteria  as  general  guidelines.  These  were; 

1.  Productivity  - the  capability  of  a tax  source  or  program  to 
contribute  substantially  toward  meeting  the  state  or  local 
revenue  needs;  also  the  reliability  and  predictability  of 
the  tax  yield. 

2.  Equity-the  fairness  of  allocation  of  immediate  and  ultimate 
burden  of  the  tax,  as  a part  of  the  total  tax  structure,  amona: 
the  various  tax  subjects  (property,  income, consumpt ion , privi- 
lege, etc.)  and  classes  of  taxpayer  (corporate,  individual  by  income 
bracket,  etc ), measured  in  terms  of  ability  to  pay,  benefits 
received  or  other  measures  of  equity. 
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3.  Economic  Impact  - the  effect  of  the  tax  or  tax  program  on 
the  state’s  or  community’s  competitive  position  to  retain 
and  attract  new  or  expanded  industries , or  to  meet  other 
economic  objectives. 

4.  Constitutionality  - constitutional  barriers  to  enactment 
of  new  ts.xes  to  meet  short  or  long-range  requirements. 

5.  Simplicity  - the  relative  complexity  of  the  tax  base 
or  rate  structure , ease  or  difficulty  of  predicting 
and  assessing  liability,  ease  of  administration  and 
enforcement . 

6.  Intergovernmental  context  “ the  relationship  of  a 
ta^  or  tax  program  to  taxes  imposed  by  other  levels 
of  government , and  to  the  responsibilities  assigned 
each  level  for  rendering  and  supporting  public  services. 

Historical  Trends 

While  a number  of  states  turned  to  so-called  "broad-based" 
sales  or  personal  income  taxes  beginning  in  the  depression  years  of  the 
1930's,  Pennsylvania  remained  one  of  the  last  to  introduce  this  type  of 
tax  into  its  general  tax  structure.  As  stated  earlier,  until  the  early 
1950’s,  the  Commonwealth  relied  for  the  bulk  of  its  tax  revenues  on 
corporation  taxes  and  on  special  excises,  such  as  motor  fuel,  cigarette, 
and  liquor  taxes.  Somewhat  smaller  relative  shares  were  also  collected  from 
a flat-rate  inheritance  tax  and  a flat-rate  tax  upon  transfers  of  real 
property . 

In  fiscal  1952  the  aggregate  of  these  limited  general  taxes 
amounted  to  approximately  one-third  of  the  total  taxes  available  for  general 
spending  purposes.  Taxes  levied  directly  upon  corporations  made  up  the 
remaining  two-thirds  of  all  general  fund  taxes. 
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The  state's  first  broad-based  tax,  in  the  form  of  a "selective" 
sales  tax  imposed  upon  a broad  list  of  specified  commodities  and  services, 
was  initiated  in  19^3  at  a one  percent  rate.  This  tax  was  permitted  to 
expire  in  1955,  and  was  re-enacted  in  1956  at  a three  percent  rate.  Over 
the  next  decade,  the  tax  rate  was  increased  three  times  to  reach  five  per- 
cent, and  its  base  was  revised  from  a "selective"  one  which  specified  the 
items  subject  to  tax,  to  a "genera.!"  base  which  covered  all  sales  and  ser- 
vices except  those  specifically  exempted.  Effective  in  1968,  the  rate 
was  again  increased  to  a level  of  six  percent.  Periodically  y v;'-'  - the .rcxistence 
of  the  sales  tax,  exemptions  have  been  both  added  and  deleted,  and  since 
1963  the  proceeds  of  the  tax  have  been  dedicated  for  education  expenditures. 

During  the  past  decade  ending  in  fiscal  1963,  the  yield  of  the 
sales  tax  has  more  than  ti-ipled  to  reach  a level  of  $7^3  million.  Pro- 
gressive increases  in  bhe  rates  of  cigarette  and  liquor  taxes  and  a 1963 
increase  in  the  rate  of  the  inheritance  tax  have  contributed  to  a total 
increase  in  all  non-highway  general  taxes  which  together  reached  a com- 
bined total  of  just  over  one  billion  dollars  in  fiscal  I968.  This  re- 
presents TO  percent  of  all  general  fimd  taxes,  compared  with  60  percent  ' ' 

ten  years  earl: or.  During  the  same  period,  liquid  fuels  taxes  deposited 
in  the  motor  license  fund  have  increased  by  8?  percent  to  a total  of 
$272  million  in  iiscal  1963. 


The  introd’hction  of  the  broad-ba,sed  sales  tax  into  Pennsylvania's 
tax  system  and  its  progressive  grox;th  have  resulted  in  its  becoming  the 
largest  single  source  of  general  revenue  to  the  Commonwealth,  and  have  had 
a dramatic  impact  upon  state  tax  policy  since  the  early  1950' s. 


First,  it  has  made  it  possible  for  the  state  government  to  keep 
pace  with  the  growing  demands  for  expansion  of  its  own  services  and  for 
higher  subsidies  to  support  locally-administered  services.  Second,  it  has 
made  it  possible  for  the  Commonwealth  in  the  face  of  sharply  increasing 
expenditure  demands  to  improve  its  business  tax  climate  markedly,  and  to 
thus  achieve  and  maintain  a favorable  comoetitive  nosition  to  attract'- new 
and  expanded  industry  urgently  needed  for  sustained  economic  growth  of  the 
state.  This  has  been  accomplished  without  turning  to  a multiplicity  of 
’’nuisance"  type  general  taxes,  and  without  impinging  upon  the  traditional 
tax  sources  reserved  to  local  govenraents,  chiefly  the  real  property  tax. 

As  the  yields  of  broad-based  taxes  in  Pennsylvania  have  climbed, 
so  have  those  of  other  comparable  states.  Latest  available  listings,  as 
of  October,  I968  show  kh  states  having  general  sales  taxes  and  38  having 
personal  income  taxes.  Of  these,  32  levy  both  sales  and  personal  income 
taxes.  Together,  these  two  major  state  income-producers  accounted  for  h3 
percent  of  all  state  tax  revenues  in  196?.  By  comparison,  revenues  from 
the  same  two  sources  produced  only  3^^  percent  of  total  state-tax  collections 
in  1957,  and  28  percent  in  19^7- 
G^r^ral  Sales  Taxes 

Pennsylvania's  present  six  percent  rate  is  the  highest  of  all  state  - 
general  sales  taxes,  including  those  in  states  having  both  state  and  locally 
imposed  taxes.  This  does  not  necessarily  place  Pennsylvania's  sales  tax  in 
the  forefront  in  terms  of  burden  on  taxpayers.  The  exemptions  of  both  food 
and  clothing  have,  at  least  in  prior  years,  resulted  in  Pennsylvania  having 
a lower  total  sales  tax  burden  than  is  imposed  by  other  states  which  tax 


those  commodities. 
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Nevei  theless , the  CosiiBission  believes  that  to  either  broaden  the 
base  or  to  increase  the  rate  of  the  Education  Sales  Tax  at  this  time 
would  place  a relatively  excessive  burden  on  Pennsylvania  taxpayers  in 
their  capacity  as  consumers.^/ 

Perscaal  Income-.  Tax 

In  view  of  the  considerable  magnitude  of  the  projections  of 
increased  general  revenue  requirements  in  the  foreseeable  futuxej  it  is 
appai'ent  that  these  cannot  be  met  from  new  or  increased  special  excises 
or  other  tax  sources  of  relatively  low-yield  capacity.  Therefore, 


1/  Certain  Members  believe  that  if  and  when  the  combined  state  and 

local  burdens  of  taxes  imposed  upon  personal  and  corporate  income  threaten 
to  become  excessive  compared  with  other  states,  thus  jeopardizing  Pennsyl- 
vania's attractiveness  as  a place  to  live  and  work  or  to  locate  » 

consideration  shou.ld  turn  to  obtaining  needed  additional  revenue 
iVom  the  states 's  Education  Sales  Tax,  preferably  by  extending  the  tax 
to  purchases  of  clothing,  the  burden  of  which  would  be  progressive,  and 
by  extending  the  tax  to  include  value  of  articles  taken  in  trade. 

A special  analysis  of  the  burden  of  sales  taxes  imposed  on  various 
commodities  and  services  was  conducted  for  the  Commission  by  William  N. 
Steilenwerf  of  Public  Finance  Consulting  A.ssociates.  This  analysis  showed 
that  Pennsylvania's  sales  tax  impact,  as  measured  upon  familj^  income  and 
spending  patterns  in  Philadelphia,  Pittsburgh  and  Lancaster,  is  approximately 
proportional  upon  different  income  levels.  It  also  showed  that  a sales  tax 
on  clothing  purchased  by  differing  income-level  families  would  be  progressive 
in  its  burden.  That  is,  families  of  relatively  low  income  would  pay  a smaller 
share  of  that  income  ir  sales  taxes  on  clothing  than  would  families  with 
relatively  high  incomes. 

In  view  of  these  findings,  some  members  of  the  Commission  believe 
that  one  of  the  least  burdensome  methods  of  obtaining  expanded  yield  from 
the  Education  Seles  Tax  would  be  to  extend  the  tax  base  to  include  clothing 
purchases . 

They  believe  that  a second  relatively  non-burdensome  source  of 
additional  sales  tax  revenue  could  be  utilized  by  extending  the  tax  base 
to  cover  value  of  articles  t'aken  in  trade.  At  present,  the  tax  on  purchases 
of  automobiles,  a,ppliarces  and  other  articles  customarily  involving  a trade- 
in  is  based  on  the  net  price  after  deducting  the  trade-in  allowance. 
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mindful  of  its  aforementioned  objective  of  maintaining  a balance  between 
corporate  and  general  taxes  which  will  compare  favorably  with  competing 
states,  the  Commission  reaffirms  the  conviction  set  forth  in  its  Interim 
Report  that  the  total  interests  of  Pennsylvania  will  be  served  best  if  a 
second  broad-based  tax,  in  the  form  of  a state  personal  income  tax  is  utilized 
to  supply  the  shares  of  revenue  increases  proposed  to  be  met  from  general 
taxes  in  the  years  immediately  ensuing. 

The  Commission  has  taken  into  careful  consideration  the  consti- 
tutional impediments  to  imposition  of  a progressive  income  tax  in  Pennsyl- 
vania. It  has  also  recognized  that  a flat-rate  type  of  earned  income  tax, 
as  widely  used  by  local  governments  throughout  the  Commonwealth,  is  con- 
stitutionally acceptable.  It  is  believed  that  there  is  also  a reasonable 
likelihood  that  a tax  on  personal  earned  and  unearned  income , with  a pro- 
gressively heavier  impact  on  taxpayers  with  relatively  higher  incomes,  can 
be  devised  which  will  pass  the  constitutional  test  of  uniformity. 
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It  is  suggested  that  such  a tax  he  imposed  at  a uniform  rate 
upon  personal:inC£)me  defined  as  taxable  for  federal  purposes,  and  as  re- 
ported on  line  11-d  of  the  (1967)  Federal  Tax  Form  lOUO.  This  would 
include  taxable  income  from  all  sources  , including  unincorporated  business 
and  professions,  adjusted  to  exclude  any  income  which  the  states  cannot 
tax  under  federal  laws,  (e.  g.,  interest  on  federal  securities  )and  permit- 
ting the  same  personal  exemptions  and  deductions  from  gross  income  as  are 
allowed  by  federal  law. 

The  Commission  does  not  intend  to  imply  that  it  is  convinced  that 
any  specified  form  of  progressive  income  tax  would  withstand  a constitu- 
tional test.  It  believes  that  it  is  beyond  its  function  and  the  qualifi- 
cations of  its  members  to  argue  the  constitutional  merits,  or  to  attempt 
to  predict  the  outcome  of  a judicial  test  of  its  recommended  tax  measures. 

The  history  of  court  actions  interpreting  the  constitution’s 
uniformity  clause  applied  to  various  income  tax  provisions  has  been  re- 
viewed. From  this  review  it  is  apparent  that  the  question  of  the  possible 
application  of  the  uniformity  requirements  to  a flat-rate  tax  on  federal 
taxable  personal  net  income  has  not  been  specifically  resolved. 

The  fact  that  in  1956  the  Pennsylvania  House  of  Representatives 
(but  not  the  Senate)  approved  a measure  to  impose  such  a tax,  would  in- 
dicate the  assumption  by  a majority  of  House  members  at  that  time  that  the 
tax  would  likely  survive  a constitutional  test.  Although  not  comparable 
in  all  respects,  the  corporate  net  income  tax,  which  is  levied  at  a uniform 
rate  on  federal  taxable  corporate  income,  has  been  upheld  by  the  Pennsyl- 
vania Supreme  Court.  Finally,  other  states  having  identical  constitutional 
uniformity  restrictions  have  imposed  personal  net  income  taxes. 
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The  Commission  is  convinced  that  a tax  based  upon  federal  tax- 
able income  would  best  conform  to  the  principles  of  a desirable  system  of 
taxes  which  it  has  set  forth,  particularly  that  calling  for  taxation  based 
upon  ability  to  pay.  It  urges  that  every  effort  be  made  to  enact  such  a 
tax,  when  required  to  meet  essential  revenue  demands,  and  to  test  its  con- 
stitutionality in  the  most  expeditious  manner. 

THE  COMTilSSION  RECOMiENDSt/iat  theve  he  enacted  a state 
tax  on  personal  income  earned  in  Pennsylvania^  comprised  of 
both  "earned'*  and  "unearned"  income  including  income  from  un- 
incorporated business  enterprises j to  be  levied  at  a uniform 
rate  upon  income  taxable  for  federal  personal  income  tax 
purposes . 

Such  a tax  would  be  markedly  progressive,  primarily  because  personal 
exemptions  and  federal  deduction  would  be  allowed.  The  progressivity  is 
illustrated  by  the  following  table,  prepared  by  the  Commission  staff  to 
show  amounts  and  percentages  of  total  income  which  it  is  calculated  would 
be  paid  by  various  income  groups  earning  up  to  $29,000  annually: 

ESTIMATED  IMPACT  OF  STATE  INCOME  TAX  a/ 


Annual 

Annual  Tax 

Percent  of 

Income 

Liability 

Income 

$ 1,500 

$ 5.4o 

0.36^ 

2,500 

13.00 

0.52 

3,500 

18.55 

0.53 

4,500 

23.85 

0.53 

5,500 

29.70 

0.54 

6,500 

35.75 

0.55 

7,500 

43.50 

0.58 

8.500 

$1.00 

0.60 

9 500 

60 . oO 

0.64 

12,000 

81.60 

0.68 

17,000 

125.30 

0.t4 

29,000 

232.00 

0.80 

a/  Tax  of  one  percent  on  earned  and  unearned  income  reported  to  the  Federal 
Government  as  taxable  income,  per  line  lid  of  Form  lOUO,  in  I96T. 


m 


t 


( 


S\’' 


t; 


t 


i 


A 


'■(  i 


>j1i 


51  - 


The  Commission  believes  that  the  administration  of  a state 
personal  income  tax  would  be  simplified  and  its  collectibility  enhanced 
by  conforming  its  base  to  that  reported  on  federal  tax  returns,  and  by 
utilizing  withholding  and  estimateu  payments  procedures  similar  to  those 
required  for  federal  taxes.  The  annual  yield  from  such  a tax,  based 
upon  estimated  1969-70  taxable  personal  income,  would  approximate  $170.0 
million  for  each  one  percent  rate. 

As  discussed  in  a succeeding  chapter  on  state-local  relation- 
ships, the  Commission  assumes  that  the  base  and  collection  of  a state 
personal  income  tax  would  be  integrated  insofar  as  practicable  with  pre- 
sent locally  imposed  taxes,  but  that  presently-imposed  local  taxes  would 
not  be  preempted. 

Motor  License  Fund 

The  Commission  gave  limited  consideration  to  the  future  revenue 
needs  and  possible  tax  sources  of  the  Commonwealth's  motor  license  fund. 

It  noted  that  the  future  state  tax  requirements  will  be  determined  in 
part  by  the  policies  of  the  federal  government  in  its  extensive  grants-in- 
aid  programs.  It  was  assumed  that  no  change  will  be  made  in  the  constitu- 
tional dedication  of  the  proceeds  of  highway  user  taxes  and  license  fePs  to 
be  expended  exclusively  for  highway  construction  and  maintenance.  It  was 
fxirther  assumed  that  general  tax  revenues  not  so  dedicated  will  not  be 
directed  to  highway  purposes.  Thus,  the  choice  of  alternative  policies 
of  taxation  to  finance  highway  needs  is  limited  primarily  to  excise  taxes 
on  motor  fuel,  and  license  fees  for  operators  and  vehicle  registrations. 
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The  Commission  studied  the  long-range  highway  financing  pro- 
gram prepared  in  December,  1966,  by  the  Pennsylvania  Department  of 
Highways  for  the  Highway  Planning  Commission.  \*niile  agreeing  with  the 
general  principles  set  forth,  the  Commission  does  not  concur  that  general 
fund  sales  tax  receipts  presently  derived  from  certain  automotive  acces- 
sories and  supplies  should  be  transferred  to  the  motor  license  fund. 

The  Commission  did  not  attempt  to  project  accurately  the 
dimensions  of  additional  state  revenues  needed  to  meet  future  highway  con- 
struction and  up-keep  demands.  On  a broad  policy  basis,  it  arrived  at  a 
general  conclusion: 

THE  COMMISSION  RECOMMENDS  that  the  highway  program 
continue  to  be  financed  from  highway  users  ' taxes  and 
fees^  at  such  increased  or  decreased  rates  as  needed 
andy  if  this  be  insufficient ^ that  additional  taxes 
or  fees  related  to  such  use  be  instituted. 

OTHER  TAX  SOURCES 

In  considering  an  extensive  array  of  possible  state  tax  sources, 
including  those  not  now  utilized  wnich  might  be  added  and  those  now 
utilized  which  might  be  expanded,  the  Commission  concluded  that  certain 
tax  sources  or  tax  changes  should  not  be  utilized  in  the  future  because 
they  violate  one  or  more  principles  of  a sound  tax  system  adopted  as 
guidelines  by  the  Commission.  These  include: 

1.  Admissions  Tax 

2.  Adult  Per  Capita  Tax 

3.  Intangible  Personal  Property  Tax 

h.  Tangib?:e  Personal  Property  Tax 

5.  Soft  Drinks  Tax 

6.  Stock  Transfer  Tax 
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7.  Extension  of  Sales  Tax  to  food  consumed 
off-premises,  reading  materials  now 
exempt,  or  on-premise  liquor  sales 

8.  Inheritance  Tax  on  direct  heirs  rate 
increase 


9.  Malt  Beverage  tax  increase 

10.  Liquor  Tax  rate  increase 

11.  Cigarette  Tax  increase 

12.  Realty  Transfer  Tax  rate  increase 
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V.  STATE-LOCAL  RELATIONS 


Background 

During  the  more  than  two  decades  since  World  War  II,  burgeoning  de- 
mands for  improved  and  expanded  services  have  created  a continuing  series  of 
fiscal  problems  for  Pennsylvania's  local  governments  - the  counties,  munici- 
palities, townships  and  school  districts. 

Increasing  expenditures  have  far  exceeded  the  increase  in  the  taxable 
value  of  real  estate  - still  the  biggest  source  of  local  government  revenues. 
The  result  has  been  two  significant  changes.  Non-property  tax  sources  were 
made  available  to  local  governments  and  the  reliance  on  the  real  estate  tax 
has  become  less.  The  level  of  state  subsidies  to  local  governments,  particu- 
larly to  school  districts,  has  been  increased. 

Act  U8l  of  19^7  (subsequently  replaced  by  Act  511  of  1965)  permitted 
local  governments,  including  school  districts,  to  ’*tax  anything  not  taxed  by 
the  state."  (Philadelphia  had  had  similar  authority  since  1932.)  Despite  sub- 
sequent imposition  of  limitations  on  certain  sources  and  rates,  the  spectrum 
of  available  non-property  taxes  remained  broad.  As  a result,  whereas  86.5 
percent  of  all  local  taxes  came  from  real  estate  taxes  in  19^5?  only  72. 3 
percent  came  from  this  source  in  1965  (adapted  from  Table  l).  The  most 
popular  non-property  taxes  have  proven  to  be  the  earned  income,  per  capita,, 
occupations  and  occupational  privilege,  and  real  estate  deed  transfer  taxes 
(Table  13). 

State  subsidies  to  aid  local  governments  in  financing  their  programs 
have  been  most  conspicuous  in  public  school  education  but  there  have  been 
others.  Aid  for  local  roads  has  been  increased,  new  aid  has  been  granted 
for  sewage  treatment  facilities,  public  health  programs,  child  welfare 
programs,  and  police  pensions,  to  list  a few.  The  biggest  subsidy  program, 
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that  fcr  public  schools,  may  serve  by  way  of  illustration.  In  19^5-^6,  28.1 
percent  of  school  district  revenues  came  from  state  aid.]V  By  I965-66  the 
level  of  state  aid  stood  at  U0.8  percent  of  school  district  revenues. £/ 

Despite  the  growth  in  non-property  taxes  and  the  increased  state  sub- 
sidies, the  fiscal  problems  of  local  governments  persist.  Although  the 
relative  reliance  on  real  estate  taxes  has  lessened,  the  actual  burden  has 
continued  to  increase.  Between  I96O  and  I965  alone,  real  estate  taxes  levied 
by  all  local  governments  increased  from  I.9  percent  to  2.3  percent  of  the 
market  value  of  taxable  property.  The  use  of  the  earned  income  tax  has 
become  almost  universal  among  school  districts  and  urban  municipalities  - 
usually  at  the  maximum  permissible  rate  of  one  percent.  The  levies  of  occu- 
pation and  occupational  privilege  taxes  have  taken  some  undesirable  and 
inequitable  twists.  With  all  this,  the  local  governments  call  attention 
to  their  continuing  need  for  increased  revenues. 

State-Local  Tax  Effort 

Despite  what  has  been  said  about  local  government  fiscal  problems, 
local  taxes  - particularly  real  estate  - in  Pennsylvania  are  lower  than  in 
many  other  states.  To  a considerable  extent  this  is  offset  by  higher  state 
taxes,  some  of  which  find  their  way  co  the  local  government  level  via 
the  subsidy  programs. 


1^/  Financing  Education  in  Pennsylvania  (Pennsylvania  Economy  League  for 
Governor's  Committee  on  Education)  - I96I  - p.  I98 
2]  Statistical  Report  - Supt . of  Public  Instruction  - year  ending  June  30,  1966. 
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In  19^5 j 61.0  percent  of  total  state-local  taxes  were  raised  by  local 
government.  By  1965  ^ the  local  government  share  had  declined  to  h'J  .6  percent. 
The  Pennsylvania  Economy  League  study  "Taxes  Paid  by  Industry"  found  that 
in  1965,  local  taxes  paid  by  manufacturing  business  would  have  been  lower  in 
Pennsylvania  than  in  any  of  the  other  ten  comparable  states.^/  The  same  study 
found  that  the  state  share  (52  percent)  of  state-local  taxes  was  higher  in 
Pennsylvania  than  in  six  of  the  other  ten  states. 

Having  said  all  the  above  the  fact  remains,  however,  that  there  are 
sharp  variations  among  regions  of  the  state  and  among  political  sub- 
divisions both  in  economic  (and  taxable)  resources  and  in  the  need  for  and 
the  cost  of  governmental  services.  Date  gathered  for  the  Task  Force  on  Local 
Taxation  concerning  the  15  most  densely  populated  counties  showed  a range 
from  $1,800  to  $2,690  in  personal  income  per  capita  (i960)  and  from  $2,069 
to  $5,152  in  market  value  of  taxable  real  estate  per  capita. 

A major  purpose  of  state  subsidy  programs  is  to  try  to  equalize  peaks 
and  valleys  in  wealth  that  are  even  sharper  statewide  than  those  just 
mentioned.  The  proper  sharing  between  state  and  local  governments  of  tax 
sources  and  of  the  responsibility  for  tax  collection  is  equally  important. 


3_/  Massachusetts,  New  York,  New  Jersey,  Maryland,  Delaware,  West  Virginia, 
Ohio,  Illinois,  Indiana,  and  Michigan. 
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Principles 

The  Commission  developed  its  recommendations  within  the  framework 
of  the  following  pringiples : 

1.  Strong  local  government  is  an  essential  element 

for  the  effective  and  responsible  performance  of  the  total 
governmental  function  in  Pennsylvania. 

2.  Local  government  should  be  modernized  and  wasteful  practices 
eliminated  so  that  it  may  meet  its  responsibilities  efficiently 
at  lowest  possible  cost. 

3.  To  enforce  its  position  as  a strong  partner  in  the  govern- 
mental picture,  local  government  should  rely  heavily  on  its 
own  local  resources  for  financial  support.  But  the  needs 
and  resources  of  the  various  local  governments  vary  tre- 
mendously within  the  Commonwealth,  and  this  factor  should 
weigh  significantly  in  the  policy  determinations  of  the 
state  and  federal  government  as  to  the  role  of  local  govern- 
ments and  aid  to  them. 

U.  Local  governments  should  have  ample  revenue  resources  to 
finance  those  responsibilities  which  are  assigned  to  them 
by  the  state. 

5.  Thus,  although  state  and  federal  aid  will  continue  to  increase, 
the  pattern  of  this  aid  should  be  designed  to  keep  local  govern- 
ment strong  and  responsible. 

6.  Property  taxation  should  remain  the  exclusive  province  of 
local  government.  Real  property  will  continue  to  provide 

a major  source  of  local  taxation  tangible  personal  property 


should  continue  to  be  exempt  from  taxation. 


i c:  • 0 ^ • ''i 


'H  :ii;  '.  : .'  'lO' 


j. 


.1  . * 


•j.  •;  !■.'■  t ; { ■ 


C 


y,v ' 


r ■ 


/■|  ^ 


"i'd  : r*'’.  '■  ' I.  .•i\ 


'C;  ? ■•■'k7  , 


■■  ' ■>( : 'sr' 


,1.  • : • 


'■  i'  •• : 


. ■ -y-Ti rO:;;  ‘ ’il'y' 


y->‘ 


:ii-}  oo'  c.  'y 


: Vi; 


e 


a:  . 


■ .-I'o.  c, 


•.  T .>ty 


J ..iyi  ? ■■ai-vv-  y-,;  n.i!.;':irv 


- 59  - 

Local  SoTorces  of  Increased  Revenue 

Local  governments  under  Act  511  are  subject  to  a limit  of  one 
percent  on  the  aggregate  rate  (municipality  and  school  district  together) 
of  the  earned  income  tax.  An  additional  limits  which  in  some  cases  may 
be  more  restrictive,  fixes  the  aggregate  of  Act  511  taxes  at  12  mills  on  the 
market  value  of  taxable  property.  The  Commission  does  not  believe  that 
there  should  be  a mandatory  relationship  between  the  amounts  raised  from 
income  taxes  and  the  amounts  raised  from  real  property  taxes. 

The  city  of  Philadelphia  currently  enjoys  unlimited  powers  as  to 
right  of  taxation  of  wages  and  the  net  profits  of  unincorporated  business. 

The  experience  in  this  case  clearly  indicates  a political  sensitivity  in  the 
establishment  of  the  rates  of  these  taxes.  Although  the  Philadelphia  rates 
have  been  increased  from  time  to  time  in  recent  years,  the  amounts  of  such 
increases  (and  the  present  rate)  are  not  considered  to  be  excessive. 

THE  COMMISSION  REC0f#4ENDS  that  the  lirrd,t  on  the 
rates  of  local  taxes  on  wages  and  net  profits  of  unin- 
corporated business  should  be  eliminated  and  further j 
in  the  event  the  base  for  local  income  taxes  is  changed 
to  correspond  with  the  base  of  a state  income  tax  as 
recommended  elsewhere ^ that  there  be  no  limit  on  those  rates. \J 
Service  Charges 

The  Commission,  earlier  in  this  report,  has  stated  the  importance 

of  making  certain  governmental  services  self-supporting  to  the  extent  possible 

through  the  imposition  of  service  charges.  It  finds  attention  to  this  source 

of  income  particularly  important  for  local  governments  where  the  aggregate 

amount  of  local  revenue  required  in  the  future  may  become  unduly  burdensome 

if  attempted  to  be  raised  solely  from  taxation.  The  Commission  therefore 

encourages  greater  reliance  by  local  governments  on  service  charges.  More- 

1/  This  recommendation  did  not  have  unanimous  approval  of  the 
Commission  members. 
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over,  in  some  areas  in  which  charges  are  established  by  state  law  (e.g.,  fees, 
instant  to  litigation)  the  legislature  should  seek  to  cause  these  aspects 
of  public  service  to  be  largely  self-sustaining. 

THE  COMMISSION  RECOMMENDS  that  local  governments, 
especially  counties  and  municipal  governments,  rely  to 
an  increasing  degree  upon  the  use  of  service  charges  in 
the  financing  of  those  elements  of  local  govermment  ex- 
pense in  which  there  is  a direct  or  proximate  relation- 
ship between  the  service  rendered  and  a charge  related 
thereto. 

Shared  Income  Tax 

It  is  recognized  that  consideration  of  the  levy  and  collection 
of  local  wage  and  income  taxes  -must  take  account  of  the  Commission's 
recommendation  in  this  report  for  the  imposition  of  a state  personal  income 
tax  based  upon  federally  taxable  income.  In  the  light  of  local  government 
revenue  needs  and  the  importance  which  the  existing  earned  income  tax  has 
assijmed  in  the  scheme  of  things,  the  Commission  believes  strongly  that  a state 
personal  income  tax,  when  enacted,  should  not  pre-empt  the  present  right  of 
local  governments  to  levy  income  taxes. 

The  Commission  further  recognizes  that  the  enactment  of  a 
state  personal  income  tax  would  offer  the  opportunity  for  improving  the 
economy  and  the  effectiveness  in  the  collection  of  local  wage  and  income 
taxes  by  way  of  having  the  state  assume  administrative  responsibility.  If 
this  were  done  it  would  be  necessary  to  amend  local  tax  enabling  acts  in 
two  respects : 

1.  Make  the  base  of  the  income  tax  correspond  to  the 
base  of  the  state  tax, 

2.  Make  the  state  responsible  for  collecting  such 
taxes  and  remitting  the  receipts  back  to  the  taxing 
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jurisdiction. 

If  this  were  done,  it  is  contemplated  that  the  levying  of  income  taoces  would 
remain  optional  with  each  taxing  jurisdiction  as  it  now  is  and  that  each  taxing 
jxirisdiction  would  retain  the  power  to  tax  which  it  now  has  \inder  existing 
law. 

THE  COMMISSION  RECOMMENDS: 

1.  That  any  lau)  enacting  a state  personal  income  tax 
provide  specifically  for  continuing  the  existing 
authority  of  local  governments  to  levy  taxes  on 
wages  or  earned  income^ 

2.  That  in  the  event  a state  personal  income  tax  is 
enacted^  the  means  he  studied  and  steps  be  taken 
to  change  the  base  for  local  wage  and  income  taxes 
in  order  to  correspond  to  the  base  for  the  state 
tax  and  further  to  provide  for  state  collection 
of  local  income  taxes  and  remittance,  of  receipts 
to  local  taxing  jurisdictions. 

Intangible  Personal  Property  Tax 

The  intangible  personal  property  tax  is  levied  and  collected  by 
counties  at  a fixed  statutory  rate  of  four  mills-  on  the  value  of  certain 
stocks,  bonds  and  other  interest  bearing  securities.  Rates  are  higher  in 
Philadelphia  and  Pittsburgh  where  the  cities  and  school  districts  also  impose 
the  tax  under  separate  legislation.  In  essence  this  is  a self-assessed 
tax  and,  until  federal  income  tax  information  became  available  within  the 
past  year  via  the  Pennsylvania  Department  of  Revenue,  many  counties  lacked 
the  means  for  determining  who  the  taxables  were.  The  Commission  finds  that 
this  tax  is  exceedingly  difficult  to  enforce  in  an  effective  and  equitable 
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ma-rj-er . Given  the  practical  problems  of  administration,  it  believes  that 
this  should  be  a state  collected,  locally  shared  tax,  rather  than  locally 
administered. 

THE  COMMISSION  RECOMMENDS  that  the  state  assume 
resTponsihitity  for  collecting  the  county  (plus  Philadelphia  and 
Pittsburgh)  intangible  personal  property  tax  and  for  re- 
mitting the  proceeds  to  the  taxing  jurisdiction. 

Undesirable  Local  Taxes 

The  taxing  authority  granted  under  both  Act  511  of  I965  (successor 
to  Act  U8I  of  19^7)  and  Philadelphia's  Sterling  Act  remains  sufficiently 
broad  so  that  some  taxes  have  made  their  appearance  which  the  Commission 
believes  do  not  adhere  to  principles  of  sound  tax  policy.  One  of  these  is 
the  gross  receipts  tax.  Fairness  requires  that  business  make  equitable  con- 
tributions to  the  support  of  local  governments.  This  principle  is  part  of 
the  rationale  for  taxation  of  business  property.  A considerable  number 
of  local  governments  levy  a tax  on  gross  receipts  of  businesses,  frequently 
referred  to  as  a mercantile  license  tax.  The  Commission  finds  that  this  is 
not  a desirable  tax  inasmuch  as  it  discriminates  against  high  volume,  low 
profit  enterprises. 

THE  COMMISSION  RECOMMENDS  that  the  local  taxes  on 
gross  receipts  of  business^  commonly  referred  to  as 
mercantile  taxes 3 being  contrary  to  the  ability  to  pay 
principle 3 be  eliminated  from  those  taxes  which  local 
governments  are  authorized  to  imposcj  and  that  local 
governments  now  imposing  such  taxes  be  required  to 
eliminate  such  taxes  within  a five  year  period. 

Tax  Exemption 
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was  not  able  to  make.  However,  there  is  one  aspect  of  this  problem  concerning 
which  the  Commission  is  prepared  to  make  a specific  recommendation.  This 
concerns  government  owned  property  used  for  residential  and  business  purposes. 

It  is  a matter  of  equity  and  sound  tax  policy  for  the  federal  and 
state  governments  to  make  contributions  equivalent  to  taxes  for  properties 
which  are  used  essentially  for  the  same  purpose  and  sometimes  in  competition 
with  similar  privately  owned  taxable  properties.  Among  other  things,  such  a 
policy  would  provide  for  equal  treatment  of  industrial  and  commercial  property 
used  to  meet  national  needs.  At  present,  if  a property  is  privately  owned 
but  operated  under  contract  with  the  federal  government,  part  of  the  contract 
payments  are  used  to  pay  property  taxes.  It  is  equitable  for  tax  equivalent 
payments  to  be  made  also  if  the  property  is  government ally  owned  and  operated 
or  government ally  owned  and  privately  operated  by  contract. 

As  to  housing,  there  is  no  reason  why  federal  and  state  housing 
should  not  make  the  same  contribution  to  local  government  as  does .privately 
owned  housing.  A notable  percedent  in  this  connection  is  rental  housing 
built  by  the  federal  government  during  the  second  World  War  for  the  war 
workers  and  servicemen.  The  federal  government  made  payments  in  lieu  of 
taxes  fully  equivalent  to  local  real  property  taxes. 

THE  COMMISSION  RECOMMENDS  that  the  state  and  federal 
governments  should  pay  contributions  equal  to  property  taxes 
on  those  of  their  properties  which  are  used  for  residential 
and  business  purposes. 

Tax  Administration 

The  assignment  of  this  Commission  was  limited  to  tax  policy  with 
regard  to  sources  of  taxation.  It  was  not  intended  to  include  the  administra- 
tion and  collection  of  taxes.  However,  with  particular  reference  to  local 
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taxation,  tlie  adequacy  of  tax  sources  is  closely  related  to  and 'dependent  upon 
the  manner  in  which  taxes  are  administered  and  collected.  This  includes 
the  whole  problem  of  real  estate  assessment  and  the  manner  in  which  both 
property  and  non-property  taxes  are  collected.  At  the  time  of  appointing 
this  Commission  and  of  defining  its  assignment  the  Governor  stated  his 
intention  of  having  studies  made  in  these  areas. 

THE  COMMISSION  RECOMMENDS  that^  ooncurving  in  the  Govemorls 
announced  intention^  the  Department  of  Community  Affairs  be 
directed  to  make  a study  of  local  tax  administration ^ assess- 
ments and  collections  in  cooperation  with  municipalities. 

Act  511  establishes  in  precise  terms  the  base  that  may  be  subject 
to  a wage  and  unicorporated  business  net  profit  tax.  Unfortunately,  no 
specific  bases  are  established  for  the  other  taxes  that  may  be  levied 
under  this  act.  The  Commission  received  testimony  from  its  Task  Force  on 
Local  Taxation  and  from  others  that  an  vindue  burden  is  now  placed  upon 
employers  and  businessmen  inasmuch  as  they  must  accommodate  themselves  to 
many  versions  of  a particular  tax,  different  forms,  and  other  tedious  aspects 
of  local  tax  administration.  This  is  especially  true  in  the  case  of 
firms  which  do  business  in  many  jurisdictions. 

THE  COMMISSION  RECOMMENDS  that  the  legislature  establish^ 
by  state  law^  uniform  provisions  for  the  base  of  each  tax 
authorized  by  Act  511  to  be  levied  by  local  governments s that 
each  local  government  be  required  to  adopt  by  reference  the 
uniform  provisions  for  the  Act  511  taxes  it  chooses  to  impose. 

Each  local  government  should  continue  to  have  authority  to 
determine  the  rates  of  taxation^  within  statutory  limits. 
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Studies  in  Depth 

There  are  certain  aspects  of  local  tax  policy  concerning  which 
insufficient  data  presently  are  available  and  which  require  in-depth  studies 
which  the  Ccamission  had  neither  the  time  nor  the  facilities  to  conduct. 

These  aspects  rels.to  particularly  to  the  potential  and  the  adequacy*' of  the 
real  estate  tax  base,  problems  of  tax  exempt  property,  and  the  limits  on 
real  estate  tax  rates.  These  problems  are  complex  and  the  gathering  of 
data  will  be  time  consuming.  However,  they  relate  to  what  remains  the 
largest  source  of  local  tax  revenue  and  one  that  is  commonly  attacked  as 
being  overburdened  and  out-of-date.  The  Commission  believes  it  to  be  of  the 
utmost  importance  that  some  such  studies  be  undertaken  by  an  appropriate 
executive  or  legislative  research  agency  in  order  that  findings  and  recommenda- 
tions may  be  available  for  a future  review  of  state  and  local  tax  policy  such 


as  this  Commission  has  made. 
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PENNSYLVANIA  STATE  AND  LOCAL  TAX  COLLECTIONS 

FISCAL  YEARS  ENDING  IN  19^5,  1950,  1955,  I96O  AND  I965 
(Dollar  figures  in  thousands) 
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PENNSYLVANIA  GENERAL  FUND  NON-TAX  REVENUES,  FISCAI.  1957-58  TO  FISCAJ.  I967-68 

(Dollar  figures  in  millions) 
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Table  8 


ESTIMATED  IMPACT  OF  STATE  INCOME  TAX 
ON  INDIVIDUAL  INCOME  CLASSES  - FENNSYLVAl'MA 


Adjusted  Gross 

Income  Classes 

Average 

Adjusted 

Gross 

Income 

Average 

Federal 

Taxable 

Income 

• Average  State  ^ 
Tax  Liability 

$ of  Avg. 
Adjusted 

Amount  Gross  Inc 

Under  $600 

-e©- 

00 

ro 

$600  Under  $1,000 

790 

$ 61 

. 61 

0.08^ 

$1,000  Under  $2,000 

1,477 

527 

5.27 

0.36 

$2,000  Under  $3,000 

2,506 

1,306 

13.06 

0.52 

$3,000  Under  $4,000 

3,487 

l,84o 

18. to 

0.53 

$4,000  Under  $5,000 

4,488 

2,362 

23.62 

0.53 

$5,000  Under  $6,000 

5,513 

2,964 

29.64 

0.54 

$6,000  Under  $7,000 

6,511 

3,594 

35.94 

0.55 

$7,000  Under  $8,000 

7,477 

4,  321 

43.21 

0.58 

$8,000  Under  $9,000 

8,473 

5,097 

50.97 

0.60 

$9,000  Under  $10,000 

9,476 

6,025 

60.25 

0.64 

$10,000  Under  $15,000 

11,791 

8,016 

80.16 

0 . 68 

$15,000  Under  $20,000 

17,050 

12,  636 

126.36 

0.74 

$20,000  Under  $50,000 

28,552 

22,913 

229.13 

0.80 

$50,000  Under  $100,000 

66,032 

56, 44l 

564.41 

0.85 

a/  Tax  on  Vjo  of  federally  taxable  income. 

Source:  U.So  Treasiary  Department^  Internal  Revenue  Service,  Statistics  of 
Income  198^,  Individual  Income  Tax  Returns. 
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Table  9 (Cont'd.) 

T.ATE  BUSII'JESS  T^^IXES  AS  A PERCENT  OF  TOTAL  STATE  TAXES 
PENNSYLVANIA  AND  TEN  SELECTED  STATES 
Fiscal  i960  and  I965 

(Dollar  figures  in  thousands) 
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FENliSYLVANIA  LOCAL  GOVERNI-IEKT  TAX  RECEIPTS,-  196i^ 


Yield 

Source 

No.  of  Units 
Imposing  Tax 

Amo'ont 

(millions) 

i of 

Total 

Real  Property 

4,678 

$ 838.6 

72.3 

Earned  Income  & Net 

Profits 

1,497 

174.5 

15.0 

Per  Capita 

f — 1 

1 — } 

CO 

44.0 

GO 

Mercantile,  Business 

Pi’ivilege 

h'Y 

33*6 

P c 

Intangihle  Personal 

Property 

70 

25.8 

2.2 

Occupations  & Occupational 
Privileges 

1, 488 

20.0 

1.7 

Real  Estate  Deed  Transfer 

1,091 

18.1 

1.6 

Amusements  8=  Mechanical 
Devices 

566 

4.5 

0.4 

I'ii  s ce  ]- 1 ane  ou  s 

171 

1.7 

0.1 

TOTAL 

$1, 160 . 6 

100.0 

SOLTICE:  Pa.  State  Chamter  of  Commerce,  PerLnEylvan.la  Local 

Government  Tax  Chart,  I966  Edition.  The  data  on  the  nuinber 
of  units  imposing  taxes  and  the  yields  from  these  taxes  is 
for  196^  in  the  case  of  counties  and  municipalities  and  for 
1963-64  in  the  case  of  school  districts. 


Table  l4 


PEMSYLVMIA  LOCAL  REAL  ESTATE  TAXES  AS  PERCENT  OF 
MARKET  VALUE  OF  TAXABLE  REAL  ESTATE,  I96O-65 


(in  millions) 


Real  Estate 
Taxes 

Market  Value  of 
Taxable  Real 
Esta.te 

Taxes  as 
Market 

i960 

$3i^o23 

o^ 

( — 1 

1961 

713 

35,133 

2.0 

1962 

756 

36,292 

2.1 

1963 

801 

37,086 

2.2 

196^^ 

839 

37,99  9 

2.2 

1965 

879 

38,673 

2.3 

SOURCE:  Pennsylvania  Department  of  Internal  Affairs, 

Pennsylvania  Statistical  Abstract,  I966,  p.  232;  Pennsylvania 
Department  of  Community  Affairs,  Local  Governments  Financial 
Statistics,  I96O-65;  Pennsylvania  Department  of  Public  In- 
struction, Annual  Statistical  Report  of  the  Superintendent 
of  Public  Instruction,'  19^0-6$. 
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STAIE-LOCAL  GEMER/IL  REVENUES  FROM  OWN  SOURCES 
BY  LEVEL  OF  GOVERNMENT  AND  MAJOR  REVENUE  COMPONEILP 
Pennsylvania  and  Ten  Selected  States 
Fiscal  1966 

(Dollar  figures  in  millions) 
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